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OSFI at a Glance 


OSFI was established in 1987 to contribute to public confidence in the Canadian financial 
system. It is an independent agency of the Government of Canada and reports to the Minister 


of Finance. 


OSFI supervises and regulates over 450 banks and insurers, and some 1,350 federally 
registered private pension plans. As at March 31, 2008, these organizations managed a 


, total of $3,823 billion of assets. 


‘The Office of the Chief Actuary, which is an independent unit within OSFI, provides actuarial 


services for the Canada Pension Plan, the Old Age Security program, the Canada Student 
Loans Program and other public sector pension and benefit plans. 


OSFI recovers all of its costs. OSFI is funded mainly through asset-based, premium-based or 
membership-based assessments on the financial services industry and a user-pay program for 
selected services. A small portion of OSFI's revenue is derived from the Government of Canada 
for actuarial services relating to various public sector pension and benefit plans. 


The International Advisory Group within OSFI assists selected emerging market economies in 
enhancing their supervisory system, through training programs or hands-on technical advice. 
Funding for OSFI’s international assistance program is provided by the Canadian International 
Development Agency. 


OSFI employs some 470 people in offices located in Ottawa, Montréal, Toronto and Vancouver. 


Office of the Superintendent of Financial Institutions Canada 
200 Albert Street, 16" floor, Ottawa ON K1A OH2 

Telephone: 613-990-7788 Facsimile: 613-952-8219 
Toll-free line: 1 800 385-8647 Web site: www.osfi-bsif.gc.ca 
Cat. No. IN1-2008 ISBN 978-1-100-10341-9 

© Minister of Public Works and Government Services 


are designed to ensure that Canada’s federally regulated _ | 
financial institutions are sound and prepared to weather 
unforeseen events. In 2007-2008, OSFI focused on hel 
Canada’s financial sector navigate through th global 
financial market turmoil. | . 
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Superintendent's Message 


Julie Dickson Superintendent of Financial Institutions 


Financial institutions operate globally, and products and markets are increasingly complex. This makes the job of 
regulating far more challenging. The theme of this annual report — Navigating through Global Currents — reflects the 
importance OSFI and other regulators place on taking a domestic and global perspective in the financial services sector. 


This past year was tumultuous, beginning with a downturn in the U.S, subprime mortgage market and quickly spreading 
inancial markets around the globe, which are inextricably linked. Capital and credit markets seized up, some large 
ancial institutions in other countries were taken over, and around the world losses were very real. 


>S> © 


Canada's banks entered this period very well capitalized, which has helped them weather the storm relatively well to 
date; however, there have been some losses at Canadian banks which, in some cases, were significant. As well there 
was a major problem in the Canadian non-bank asset-backed commercial paper (ABCP) market. The ABCP issue 

led to significant public discussion regarding liquidity lines to ABCP conduits and OSFI’s role. We explained that we 
are responsible for assessing bank solvency, that OSFI capital rules apply to Canadian banks only (and not to other 
companies at the centre of the non-bank ABCP market or to the mainly foreign banks they dealt with), that our capital 


rules were prudent and necessary for bank solvency, and that securities commissions have a mandate to protect 
investors in ABCP securities, 


a 


The Financial Stability Forum — an initiative of the G7 — was asked to review the causes of the financial market turmoil 
and make recommendations to deal with the situation. The FSF released Market and Institutional Resilience, a report 
that contained over 60 recommendations on how central banks and regulatory agencies could strengthen the banking 


and financial system. | was a member of the working group that produced this report, and we immediately began to 
implement the recommendations in Canada. 
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The Basel Committee on Banki 


ng Supervision (BCBS) 


also announced steps to strengthen the resilience of the 
banking system and its ability to recover readily from shock. 


In 2007-2008, OSFI continued 


its active membership in 


the BCBS, where we are involved in the three main activity 
streams: the Accord Implementation Group, the Accounting 
Task Force and the Policy Development Group. 


The revised Basel Capital Framework (Basel lI) became 
ovember 1, 2007. It will 
play a key role in strengthening risk management practices 


effective for Canadian banks on 
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important, and 
tal, liquidity and stress testing 
financial institutions, To ensure focus on risk, in the 
07, OSFI also adopted a long-term business 
isks and their 


our work, 


ted through a 


ists 


ance of markets to which financial 
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und (IMF) Financial 
released 


in February. A major achievement in 2007-2008, the 
FSAP report said Canada’s “financial stability is under- 
pinned by. . strong prudential regulation and supervision.” 
OSFI will also face the impact of a softening global 
economy, which will have an impact on the institutions 
and plans that OSFI oversees. 


At the same time, the global fi 
has led to some fundamental questions about the role 
of regulators and whether more can be done to reign in 
the excesses that have tended to appear in the global 
financial system from time to time. OSFI will be working 
closely with international bodies to stay on top of dis- 
cussions on these issues. We are increasing risk assess- 
ment and supervisory resources by 10% and will be 
paying close attention to resource levels and skills, This 
will be especially important as we assess the impact of 
changing economic conditions on financial institutions 
and pension plans, digest results of the international 
work on global market turmoil, and consider IMF assess- 
ments, including on our implementation of Basel II (an 
assessment that began late in fiscal 2007-2008 and 
will continue into 2008-2009). 


During the past year, the OSFI executive team welcomed 
Coleen Volk to the position of Assistant Superintendent, 

Corporate Services. Like many of our employees, Coleen 
brings to OSFI significant experience in both the public and 
private sectors where she held a range of senior roles. 


OSFI strives to ensure a balance of industry and public 
sector experience, especially in the risk assessment and 
supervision functions, OSFI has established its job classifica- 
tion and salary structure in order to attract and retain the 
necessary technical skills and industry experience. 


One of the 
voluntary turnover rate. 


nancial market turmoil 


esults of our recruiting strategy is a low 
The most important is a staff 
whose professionalism and dedication form the corner- 
stone of OSFI's ability to deliver our mandate. | take 
this opportunity to acknowledge their contributions 
and thank them for their ongoing commitment and 


hard work. 


ee 


Julie Dickson 
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QSFI's role is to contribute to the safety and soundness of the Canadian financial system, while allowing federally 
regulated financial institutions and private pension plans to compete effectively and take reasonable risks. We navigate 
through global financial currents to balance competitiveness with prudence; international rules with Canadian market 
ealities: and efficiency with thoroughness. This approach guided our performance during 2007-2008. 


Last year's Annual Report listed seven priorities to achieve OSFI's strategic outcomes for 2007-2008. This section 
reports major accomplishments under each of the priorities. OSFI achieved its goals for the reporting year and continues 
to work on these multi-year priorities. More details are available in various chapters of the report. 


Priority A 


_ Ensure OSFI can respond adequately to shocks as a result of a crisis or a pandemic, and cyclicality 
in the cae 


STEPS TAKEN 


™@ Conducted a table-top exercise with OSFI senior ™ Completed resource analysis and planning, 
executives to test their capacity to execute their and budgeted for an increase of approximately 
responsibilities and accountabilities while relocated to 10 percent in supervisory resources in 2008-2009 
a simulated backup Emergency Command Centre. to enable OSFI to address the growing risk profiles 

m@ Focused on an actual shock that began with across the industries we regulate. 
concerns over subprime mortages in the US. m@ Surveyed business resumption plans, including 
Communicated effectively with Financial Institutions pandemic preparedness, of federally regulated 
Supervisory Commitee (FISC) partners and other financial institutions (FRFIs). 


regulators internationally. 


Priority B 


Complete the review and approval, with a reasonably high degree of confidence, of applications that 
are submitted for approval under the Basel II Capital Accord, and review OSFI practices to align with 
Basel Il requirements. 


STEPS TAKEN 


™ Gave approval to various banks to operate under 


— 


ramework, to incorporate a number of issues raised 


the Advanced Internal Ratings Based approach under by the industry, 

Basel I. m™ |ssued advisories to update the CAR Guidelines in 
@ Assisted smaller deposit-taking institutions to transition response both to market developments in the use 

successfully to the Standardized approach for credit risk. of tier 1 qualifying preferred shares and innovative 
m Revised the Capital Adequacy Requirements (CAR) instruments, and to accounting, legislative and 

Guidelines for banks, trust and loan companies on other changes affecting the definition of capital 

the implementation of the new Basel |! capital and measurement of capital adequacy. 
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Priority C 


Participate in Financial Stability Assessment Program (FSAP) Update and Financial Action Task Force (FATF) 
reviews and be in a position to deal with any feedback that results from the reviews. 


STEPS TAKEN 


FSAP 


@ Worked with the Bank of Canada and the major banks to 
undertake stress testing under a number of scenarios. 


m@ Provided the International Monetary Fund (IMF) with 
detailed self-assessments regarding compliance with 
four recently revised core principles on Liquidity Risk, 

Operational Risk, Interest Rate Risk in the Banking 

Book, and Supervisory Techniques. 


m@ The IMF's FSAP report concluded that “Canada’s 
inancial system is mature, sophisticated and well- 
managed. Financial stability is underpinned by sound 
macroeconomic policies and strong prudential regu- 
tion and supervision.” The review found OSFI to be 
compliant with all four Core Principles of Supervision 
assessed and noted that the Canadian financial sector 
is Strong and its major banks would be able to with- 
stand sizeable shocks to the financial system. 


fab) 
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FATF 


in 


antl- 


The FATF MER recognized OSF1's role in Canada’s 
honey laundering / ant 
ATF) regime as being effect 
tory changes scheduled to take effec 
2007 and June 2008 would address virtually all 
non-compliance issues identi h 


Provided input, with a number of other stakeholders, 
for the mutual evaluation questionnaire, which is a key 
put into the FATF’s mutua 


evaluation report (MER). 


i-terrorism 
ive, and 


nancing (AML/ 
oted that regula- 
t in Decembe 


fied in the report. 


Amended OSFI’s AML/ATF assessment methodology 


to take into account the n 


ew legislative requirements. 


Prepare for implementation of International Financial Reporting Standards (IFRS) by considering changes 
to OSFI’s prudential regime, including changes in accounting for insurance. 


STEPS TAKEN 


@ Developed a detailed project plan and team to guide 
internal implementation efforts, help assess the effects 
moving to IFRS will have on FRFIs and identify the 
need for new or modified guidance from OSFI. 


m@ Worked closely with the Canadian Institute of Chartered 
Accountants’ Accounting Standards Board (AcSB) 
staff and participated in bilateral discussions with 
AcSB staff on issues related to the adoption of 
International Financial Reporting Standards. 


— 
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As part of the Accounting 
Basel Committee on Ban 
comment letters to the In 


Task Force (ATF) of the 
ing Supervision, provided 


ternational Accounting 


Standards Board (IASB) on key discussion papers. 


Through participation on 
of Insurance Supervisors’ 


he International Association 
AIS) Insurance Contracts 


Subcommittee, worked on a response to the IASB 


Discussion Paper on Insu 


submitting an independent 


ance Contracts, as well as 
response. 


Priority E 
Minimum Continuing and Capital Surplus Requirements (MCCSR) — Develop and agree on a capital 
framework for life insurance companies, over a five-year period (beginning in 2007-2008). 


STEPS TAKEN 


m Worked with the life insurance industry. through the m Developed, in conjunction with Assuris and the 
CCSR Advisory Committee (MAC) to develop Autorité des marchés financiers, a draft framework 
and incorporate more advanced risk measurement for a New Standard Approach to Setting Capital 
echniques into the MCCSR. Requirements. 
B Through MAC, issued a paper outlining the vision for a 
new more risk-sensitive capital framework for life insurers. 


an increasingly complex pensions environment. 


STEPS TAKEN 


@ Focused effort to reduce a backlog in requests for — Made a substantial 50% reduction in cases older 
approvals, which included refining internal approval than two years. 
processes and publishing additional approval instruc- 


i, @ Continued development of a new risk assessment 
tion guides to the pension industry: f 


ay 


amework for pension plans, to be followed by 
— Cut the number of outstanding approvals by nhancements to the pension IT system to support 
20% Overall. efficient supervisory processes. 


@ 


| Priority Gc. 


S Ensure OSFI has the human resources avaiable to fulfil its mandate, no better long-range, 
Taten oe co 


STEPS TAKEN 


m Created a new supervisory team based in Ottawa to professional skills by experiencing different working 
assist the Toronto-based Financial Institutions Group environments within the organization. 

in managing the workload created by the growing risk 

profiles across OSFI's regulated industries, and funded 

hrough existing resources. 


@ Compiled an inventory of industry experience among 
employees in Supervision as a planning aid. For example, 
this information will help identify where additional industry 

™ Budgeted new positions for 2008-2009 to increase . experience would be an asset, 

Capacity and complement targeted technical skills in 

anticipation of emerging risks. 


m@ Completed a compensation survey that generally 
indicated OSFI's salary structure appropriately reflects 

@ Implemented a formal deployment program that salaries paid within the financial services industry. 
encourages employees to further broaden their 
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OSFI has identified the following eight priorities to 
achieve our strategic outcomes for 2008-2009, More 
details can be found on OSFI’s Web site in the Report 
on Plans and Priorities 2008-2009 to 2010-2011. 


A. Improve OSFI's ability to identify, monitor and 
report on emerging risks to federally regulated 


inancial institutions by increasing resources 
and enhancing processes. 


B. Participate in international discussions about key 
issues arising from global market turmoil, and work 
with Financial Institutions Supervisory Committee 
FISC) partners on similar issues in Canada. 


C. Prepare for the move to International Financia 
Reporting Standards (IFRS) in 2011, by determining 
the implications for OSFI, assessing policy requirements 
and addressing data collection and reporting. 


D. Adjust the current Minimum Continuing and Capital 
Surplus Requirements (MCCSR), by developing and 
agreeing on a capital framework for life insurance 
companies over the next four years. 


E. Respond to suggestions or recommendations in the 
Financial Sector Assessment Program (FSAP) report 
and the Financial Action Task Force (FATF) report. 


F. Complete the post-implementation phase of the 
Basel II Capital Accord, by monitoring Basel |I 
systems and reviewing banks’ capital adequacy 
assessment processes and relevant policies. 


G. Ensure OSFI has the human resources available 
fil its mandate, through better long-range, 
ated planning. 


S 
= 
—s 


increasingly complex pensions environment by 
ncing OSFI’s pension systems and processes. 


ie 

nhance OSFI's ability to perform as required in 
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The priorities identified for 2008-2009 flow from the 
following six ongoing responsibilities related to OSFI 
program activities: 


Federally Regulated Financial Institutions 


Accurate risk assessments of financial institutions 
nd timely, effective intervention and feedback. 


ped 
a=, gs) 


balanced, relevant regulatory framework of 
guidance and rules that meets or exceeds 
international minimums. 


os 
> 


yrudentially effective, balanced and responsive 
approvals process, 


Federal!y Regulated Private Pension Plans 


4. Accurate risk assessments of pension plans: timely 
and effective intervention and feedback: a balanced 
relevant regulatory framework; and a prudentially 
effective and responsive approvals process. 


International Advisory Group 

9. Assistance in raising awareness and improving 
supervisory and regulatory practices for selected 
foreign regulators through the operation of an 
international assistance program. 

Office of the Chief Actuary 

6. Contributing to financially sound federal government 


public pension and other programs through the 
provision of expert actuarial valuation and advice. 


Corporate Overview 


Role and Mandate 


OSFI was established in 1987 by an Act of Parliament: the Office of the Superintendent of Financial Institutions Act 
(OSFI Act). OSFI supervises and regulates all banks in Canada and all federally incorporated or registered trust 
and loan companies, insurance companies, cooperative credit associations, fraternal benefit societies and private 
pension plans. (See figure 1) 


OSFI's mandate is to: 


Supervise federally regulated financial institutions and private pension plans to determine whether they are in 
sound financial condition and meeting minimum plan funding requirements respectively, and are complying with 
their governing law and supervisory requirements; 


Promptly advise institutions and plans in the event there are material deficiencies and take, or require management, 
boards or plan administrators to take, necessary corrective measures expeditiously; 


) 


@ Advance and administer a regulatory framework that promotes the adoption of policies and procedures designed 
0 control and manage risk; 


@ Monitor and evaluate system-wide or sectoral issues that may impact institutions negatively. 
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Deposit-Taking —_Life Insurance 
Institutions Companies 

Number of 
organizations ley 112 
Assets $3,103 billion $479 billion 


OSFI works with a number of key partners. Together, these 
organizations constitute Canada's network of financial 
regulation and supervision and provide a system of 
depositor and policyholder protection. 


OSF’s legislation acknowledges the need to allow insti- 
tutions to compete effectively and take reasonable risks. 
t also recognizes that management, boards of directors 
and plan administrators are ultimately responsible and 
that financial institutions and pension plans can fail. 


4 


Under the OSFI Act, the Minister of Finance is responsible 
for OSFI. The Superintendent is solely responsible for 
exercising the authorities under the financial legislation 
and is required to report to the Minister of Finance 
from time to time on the administration of the financial 
institutions legislation. 


The Office of the Chief Actuary (OCA), which is an 
independent unit within OSFI, provides actuarial services to 
the Government of Canada in the form of reports tabled 
in Parliament. While the Chief Actuary reports to the 
Superintendent, he is solely responsible for the content 
and actuarial opinions in reports prepared by the OCA. 
He is also solely responsible for the actuarial advice 


Samal 


Property & Federally 
Casualty Regulated Private 
Companies Pension Plans TOTAL 
196 1300 1,809 
$109 billion $132 billion $3,823 billion 


provided by the Office of the Chief Actuary to the rel- 
evant government departments, including the executive 
arm of provincial and territorial governments, which are 
co-stewards of the Canadian Pension Plan (CPP). 


Strategic Outcomes 


From our mandate, OSFI has identified two 
Strategic outcomes: 


1. To regulate and supervise to contribute 
to public confidence in Canada’s financial 
system and safeguard from undue loss. 


OSFI safeguards depositors, policyholders and 
private pension plan members by enhancing the 
Safety and soundness of federally regulated financial 
institutions and private pension plans. 


2. Tocontribute to public confidence in 
Canada’s public retirement income system. 


The Office of the Chief Actuary provides statutory 
actuarial reports, and advises on the state of various 
public pension plans and on the financial implications 
of options being considered by policy makers. 


Angie Cordick Senior Human Resources Advisor, Compensation and Systems, 


Human Resources and Administration Division 
Director, Infrastructure and Technology Services 


Richard Jolin 


CORPORATE SERVICES SECTOR 
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OSFI achieves its two strategic outcomes as set out in the following chart. 


Figure 2 


Superintendent 


Regulate and Supervise to Contribute 
to Public Confidence in Canada’s Financial 
System and Safeguard from Undue Loss 


Regulation and Regulation and 
Supervision of Supervision of 
Federally Federally 
Regulated Regulated 

Financial Private 
Institutions Pension Plans 


e Risk Assessment 
and Intervention 


Risk Assessment 
and Intervention 


e Rule Making 


® Rule Making 


© Approvals 


® Approvals 


Resources 


Financial Resources 


OSFI recovers all of its costs. The organization is 
funded mainly through asset-based, premium-based 
or membership-based assessments on the financial 
services industry and a user-pay program for selected 
services. A small portion of OSFI's revenue is derived 
from the Government of Canada, primarily for ac- 
tuarial services relating to the Canada Pension Plan, 
the Old Age Security program, the Canada Student 
Loans Program and various public sector pension and 
benefit plans. Funding for OSFI’s international assis- 


International 
Assistance 


Audit Committee 


Audit and Consulting 
Services 


Contribute to Public 
Confidence in Canada’s Public 
Retirement Income System 


Office of the Corporate 
Chief Actuary Services 


e Finance and 
Administration 


e Canada Pension 
Plan & Old Age 


Security Program e Information 


° Public Sector Technology 
Pension Plans e Legal 


e Canada Student 
Loans Program 


e Communications 
e Human Resources 


e Strategic Planning 


as at March 31, 2008 


tance program is provided by the Canadian International 
Development Agency. 


Human Resources 


As at March 31, 2008, OSFI employed 467 people 
in offices located in Ottawa, Montréal, Toronto and 
Vancouver — 177 in the Supervision sector, 134 in 
the Regulation sector, 130 in the Corporate Services 
sector and 26 in the Office of the Chief Actuary. 
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Executive Team 


Ted Price Assistant Superintendent, 
Supervision Sector 


Julie Dickson — Superintendent of Financial Institutions 
Coleen Volk —_—_ Assistant Superintendent, 

Corporate Services Sector 
Robert Hanna __ Assistant Superintendent, 

Regulation Sector 


Julie Dickson was appointed Superintendent of 
Financial Institutions in July 2007, for a seven-year 
term. Ms. Dickson joined OSFI in April 1999, and was 
Assistant Superintendent, Regulation Sector, from 
January 2000 to June 2006, when she was named 
Deputy Superintendent. In October 2006, she was 
appointed Acting Superintendent. Prior to joining OSFI, 
Ms. Dickson served as Group Leader of the Financial 
Institutions Practice for a national consulting firm from 
1995 to 1998. Before that, she served for 15 years with 
the Department of Finance, primarily in areas related 

to financial institution policy. She is a member of the 
Accounting Standards Oversight Council of Canada. She 
also represents OSFI on the Financial Stability Forum and 
the Integrated Supervisors group. As Superintendent, 
Ms. Dickson serves on the Council of Governors of 

the Canadian Public Accountability Board and on the 
boards of directors of the Canada Deposit Insurance 
Corporation and of the Toronto Leadership Centre. 


F. Edward (Ted) Price was appointed Assistant 
Superintendent, Supervision Sector in June 2006. 
since joining OSFI in 2001, Mr. Price has served in several 
senior management roles, most recently as Senior Director, 
Financial Conglomerates Group. He led the implementation 
of the Basel |! Capital Accord Framework in Canada. Prior 
to joining OSFI, Mr. Price was a senior executive with 
Prescient Markets, Inc., an Internet-based investment 
bank, from 2000 to 2001. Between 1983 and 1999, 
Mr. Price held various positions in government finance, 
fixed income and capital markets product development 
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at ScotiaCapital, Inc. In 1995, he was appointed to the 
Executive Committee and relocated to New York to 
direct the firm's U.S. business. 


Robert (Bob) Hanna was appointed Assistant 
Superintendent, Regulation Sector, in August 2007. 
, Hanna joined OSFs predecessor, the Inspector General 
of Banks, in 1984 and has held a number of positions 
with increasing responsibilities, primarily in the policy and 
research areas. He represents OSFI as a member of 
Auditing and Assurance Standards Oversight Coun 
r. Hanna was OSFI's representative on the Basel Capita 
Task Force that oversaw the development of the Base 
Capital Framework (Basel I), and in 2006 was appointed 
to represent OSFI on the Basel Committee on Banking 
Supervision. He is also a member of the Policy Development 
Group of that Committee. 
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Coleen Volk was appointed Assistant Superintendent, 
Corporate Services Sector in November 2007. Before 
joining OSFI, Ms. Volk was Assistant Deputy Minister, 
Corporate Services Branch with the Department of Finance, 
where she directed corporate services for Finance Canada 
and the Treasury Board Secretariat and served on the 
executive management committees of both departments. 
Between 1996 and 2005, she held various positions 
at Canada Mortgage and Housing Corporation including 
Treasurer. Ms. Volk's private sector experience includes 
eight years with Canadian Imperial Bank of Commerce and 
the Toronto Dominion Bank in the areas of financial systems, 
corporate finance, treasury and risk manageme 
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Accountability 


Auditing 
OSRI’s Audit Committee — one of the first among govern- 
ment departments and agencies to boast a majority of 
independent members — met six times in 2007-2008. 
The Committee provides independent, objective advice, 
guidance and assurance to help OSFI efficiently and ef- 
fectively achieve its business objectives and fulfil its man- 

d 
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date. In order to give this support to the Superintendent, 
the Committee exercises active oversight of core areas 
of OSFI’s accountability, risk and control processes. 

The Committee also recommends for approval OSFI's 
financial statements, which are audited annually by the 
Office of the Auditor General. OSFI's internal audit group 
conducts assurance audits based on a comprehensive 
five-year, risk-based plan that is posted on the Web site. 


Surveys and Consultations 


OSH regularly conducts anonymous surveys of knowledge- 
able industry observers to assess its performance and 
effectiveness as a regulator. OSFI also conducts periodic 
surveys to gauge public confidence in financial institutions 
and private pension plans. Survey results are disclosed on 
OSFI's Web site, 


During 2007-2008, surveys were conducted with CEOs 
of the financial institutions OSFI regulates; with Canadian 
customers of financial institutions and pension plans; with 
agents of the OSFI Public Enquiries Call Centre; and, with 
participants in programs delivered by OSFI's International 
Advisory Group. 


Tracking Public Confidence 


n September 2007, OSFI released the results of its 
seventh biennial survey measuring public confidence in 
inancial institutions and pension plans, Public Confidence 
in Canadian Financial Institutions. 


Results overall are very similar to the 2005 study. 
Canadians reported they remain very confident in the 
inancial health and stability of the financial institutions 
they patronize, and they continue to be confident in 
government oversight and regulation of financial 
institutions. Participants in private pension plans remain 
confident that their own pension fund will be able to pay 
heir benefits upon retirement. Details can be found in 
the report, which is posted on OSFI’s Web site. 


Financial Institutions 


n early 2008, the Strategic Counsel, on OSFI's behalf, 
conducted consultations with CEOs of federally regulated 
inancial institutions. The results provided OSFI with an 
indication of its performance in certain areas, such as 
he appropriateness of its supervisory or rule-making 
actices and the clarity of its feedback to institutions. 
ore details can be found in this report in the chapter 
on Federally Regulated Financial Institutions. The report, 
Financial Institutions Survey 2008, \s available on OSFI’s 
Web site. 


SS 


1 Environics conducted the survey on behalf of OSFI. The survey 
results were collected by telephone from a random sample of 
about 2,000 Canadians, aged 18 and over, from across the 
country, during April and May 2007. With a sample of this size, 
the results are considered accurate within plus or minus 1.3%, 
19 times out of 20. The report is posted on OSFI’s Web site 
under About OSFI / Reports / Consultations and Surveys. 


Nancy Desormeaux Communications Support Services Officer, 


Cindy Laprade 


Communications and Public Affairs Division 


Financial Analyst, Finance and Corporate 
Planning Division 
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Benefits to Canadians presentations to industry and regulatory forums across 
Canada and internationally. Audiences and venues 
included the Canadian Life and Health Insurance 
Association, the National Insurance Conference of Canada, 
Financial Services Invitational Forum, Institute of Corporate 
Directors, Langdon Hall Pensions Forum and Money 
Laundering in Canada 2007: Adding Knowledge and 


OSFI's strategic outcomes, supported by our plans and 
priorities, are intrinsically aligned with broader government 
priorities, specifically strong economic growth, income 
security and employment for Canadians, and a safe and 
secure world through international cooperation, as identified 
in the Treasury Board Secretariat report Canada’s we 
Wea ac Building Skills Conference. 
Performance. A properly functioning financial system that 
inspires a high degree of confidence among consumers The Superintendent made several presentations to 
and others who deal with financial institutions makes a Parliamentary Committees including the House of 
material contribution to Canada's economic performance. Commons Standing Committee on Finance and the 
Senate Standing Committee on Banking, Trade and 


Keeping Canadians Informed Commerce. Most speeches and presentations are 
available on OSFI's Web site. 


= 


In 2007-2008, OSFI continued to communicate its plans 
and activities to a wide range of interested parties. OSF|_ --OSFI's external newsletter, 7he Pillar, introduced in 
made public several reports, including its 2006-2007 2006-2007, was published three times in 2007-2008. 
Departmental Performance Report: its Plan and Priorities t serves to remind key stakeholders of the latest guidelines, 
2008-2011; and the 23 Actuarial Report on the Canada Notices, public statements, and other pertinent information 
Pension Plan (CPP) from the Office of the Chief Actuary, The ‘released by the Office. 
| text of these reports can be found on OSFI's Web site. n 2007-2008, work began on changes to QSHI’s external 


OSFI is recognized as an international model for prudential Web site so that it will comply with the Government 0 
regulators and receives many requests to address con. Canada’s new Common Look and Feel Standards for 
erences and other events. In response, the Superintendent the Internet 2.0. This is a two-year project that will be 
and other senior OSFI officials delivered a number of completed during 2008-2009. 


os 
cS 


a 


Hellen Lim Training Assistant, Human Resources 
and Administration Division 


Kal Omran Managing Director, Project Management Group 


CORPORATE SERVICES SECTOR 
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Evaluating OSFI’s Public Enquiries Call Centre 


The Public Enquiries Call Centre is one of OSFI’s main 
points of contact for the general public. In the fall of 
2007, Les Etudes de Marché Créatec +, conducted a 
confidential consultation on behalf of OSFI, to investigate 
the quality of service and information provided by the 
call centre.’ 


T 


The consultation revealed that overall OSFI’s Public Enquiries 
Call Centre was accessible and the service was performed 
in a professional manner. The study did identify some 
areas for improvement, which were addressed through 
technical improvements to the call answer system and 
refresher training for the call agents. 


2 Les Etudes de Marché Créatec +, an independent research 
firm, conducted the consultation on behalf of OSFI. The study 
comprised a series of 50 “mystery calls”, covering the most 
frequent types of enquiries, to OSFI’s Public Enquiries Call 
Centre at random times during October and November, 2007. 
OSFI does not know which call centre agents handled the 
calls. The report is posted on OSFI’s Web site under About 
OSFI/ Reports / Consultations and Surveys. 


SHARING OSFI’S EXPERTISE 


Throughout 2007-2008, OSFI shared its 
expertise with interested Canadians, including 
members of the general public, industry, regula- 
tors, legislators and the news media: 


— Served over 1,215,595 visitors to OSFI’s 
Web site 
— Handled 12,916 public enquiries 


— Responded to 102 enquiries from Members 
of Parliament 


— Replied to 149 enquiries from 
representatives of the news media 


— Delivered over 35 speeches and 
presentations to industry and 
regulatory forums 
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OS 
merger of its two predecessor agencies — the Department of Insurance and the Office of the Inspector 

General of Banks. In the two decades since its creation, OSFI has seen significant changes in the institu- 
tions it Supervises, the global context in which they operate, and the regulatory environment that defines 


OS 


Fl was created on July 2, 1987 by the Office of the Superintendent of Financial Institutions Act through the 


Fl's activities. Many employees have come and gone during those 20 years, but the commitment and 


sense of teamwork have remained constant, and the foundation for our success. 
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Despite the relative strength of Canada’s financial system 
throughout this crisis, OSFI is involved in efforts at both 
the industry and regulatory level in Canada and globally 
to analyse lessons learned, and to develop guidance 
and processes that would restore stability and investor 
confidence in the financial marketplace. Canadian 
government agencies met regularly to discuss impacts 


on industry and institutions. 


The Superintendent worked with international colleagues 


Review by Sector 
Major Canadian Banks 


Overall, the financial performance of the 


majo 


Canadian 


banks for 2007 was relatively strong, despite the recent 


turbulence in financial markets that impacted 


banking sector. Banks that took materia 


challenge the banks’ ability to achieve hi 


to draft the Financial Stability Forum (FSF) report on 
Enhancing Market and Institutional Resilience. The G7 
finance ministers and central bank governors estab- 
lished the FSF in 1999 to promote international financial 
stability through enhanced information exchange and 
international cooperation in financial market supervision and 
surveillance. 


The FSF report includes over 60 recommendations that 
have been endorsed by the G7 finance ministers, and 
covers key issues such as capital and liquidity for banks, 
as well as the need for more transparency. OSFI is currently 
working with other regulatory agencies to implement 
these recommendations in Canada. 


Despite market challenges, Canadian financial institutions 
performed relatively well in 2007 and remained profitable 
and well capitalized. (See figure 3) 


Return on Equity 
Figure 3 
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against future adverse economic or financial developments. 


(See figure 4) 


Major Banks: Risk-Weighted Capital Ratios 


Figure 4 
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Canadian financial institutions continued to perform 
well in 2007 despite the challenging market. 
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In 2007, the major banks took steps to maintain 
capital, with the average ratio of risk-weighted 
capital remaining well above OSFI's target of 10%. 
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Other Deposit-Taking Institutions 


Mm 


The financial results for other deposit-taking institutions 
(DTIs) were generally stable. The continuing demand for 
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financial products in Canada and favourable underlying eco- 
nomic conditions resulted in year-over-year growth 
and core revenues, while capital ratios generally remained 
rong. Nonetheless, the sector faces many challenges. 


n assets 


IMPLEMENTATION OF BASEL II 
CAPITAL ACCORD 


The revised Basel Capital Framework (Basel II) 
became effective for Canadian banks on 
November 1, 2007. The new framework is 
designed to align regulatory capital requirements 


focus on one or two credit p 


broad business line di 
increased credit risk. An increasing numbe 
institutions are being affected by one or more 
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Other areas of supe 
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visory focus will include stress testing 


more closely with a financial institution’s underlying 
risk profile and risk management practices as 
compared to Basel |, and is intended to ensure 
capital holdings adequately underpin those risks. 
Two broad approaches are permitted for 
calculating the credit risk requirement. The 
Standardized approach measures credit risk 
using standardized risk weightings for different 
asset categories. The alternative methodology, 
which is subject to approval by OSFI, would 
allow banks to use their internal ratings systems 
to calculate credit risk. As of the first quarter of 
2008, Canadian deposit-taking institutions have 
filed capital adequacy returns based on the Basel II 
capital adequacy framework and that information 
will be available on the OSFI Web site. 


Implementation efforts for the transition to Basel 
ll have been successful. OSFI gave approval to 
various banks to operate under the Advanced 
Internal Ratings Based (AIRB) approach, while 
assisting smaller deposit-taking institutions to 
transition successtully to the Standardized 
approach for credit risk. Ongoing focus by the 
banks and supervisory attention by OSFI will be 
required as the new capital framework is used to 
manage capital in the current risk environment. 


Life Insurance Companies 


The Canadian life insurance industry had a very solid 
year in 2007. Average return on equity was 13.4%, 
down modestly from 13.7% the year before. 


The life insurance industry is generally well capitalized. 
Capital ratios for the life insurance industry remained well 
above minimum regulatory requirements. OSFI's supervisory 
target ratio for Minimum Continuing Capital and Surplus 
Requirements (MCCSR) for Canadian companies is set at 
150%. The average MCCSR ratio for Canadian life insurers 
in 2007 was 218%, significantly above OSFI's target capital 
level. Overall, asset quality remained strong. (See figure 5) 
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Life Insurance Companies: MCCSR Ratios 


Percentage 


2003 2004 2005 2006 2007 


Note: Data for 2003, 2004 and 2005 excludes reinsurers 


In 2007, the average MCCSR ratio for Canadian 


life insurers remained significantly above OSFI’s 


target of 150%. 


With overall strong capital and returns, the life insur- 


ance industry was in a healthy p 
2007-2008; however, it faces s 


osition at the close of 
everal challenges. 


A significant downturn in Canadian or global equity 


markets could affect Canadian 


life insurers In several 


ways. Life insurers that issue segregated funds may be 
exposed to risk arising from guarantees embedded in 


these products. Issuers of unive 


rsal life products with 


policyholders opting for equities as the supporting class 
of investments may face similar liability issues. Life 


insurers with investments in equ 


ities are exposed to the 


risk of weak stock markets. Strong earnings and capital 
indicate that insurance companies are well positioned to 


deal with a potential market correction. 


Recent economic conditions have resulted in central 
banks lowering interest rates. Life insurance company 


portfolios are well positioned to 
rates, however, an extended low | 


would present a challenge to life insurers to maintai 


deal with lower interest 
nterest rate environment 
n 


previous rates of returns on thei 
and earnings. 


investment portfolios 


OSFI Annual Report 2007-2008 


nternation 
ife insurer 


+ 


0 actively review these operations 


isks assumed, 


al operations are an important component of 
he operations of the three largest Canadian conglomerate 

s. Foreign operations provide diversification, 
and potential for growth. In 2007-2008, OSFI continued 
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Property and Casualty Insurance Companies 


After several years of strong operating results, the property 
and casualty (P&C) insurance sector is starting to show 
signs of stress. Although 2007 industry results were strong, 


most indicators pointed to a year-over-year decline in 
performance. With personal property, automobile and 


commercial lines of business all under pressure, there is 
the potential for another cyclical downturn in this sector. 


A principal measure of profitability for the industry is the 


combined ratio, which measures claims expenses to 
premium income — a result under 100% indicates that 


premium income exceeds claims ex 
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ndustry was 250% — 


relatively unchanged from 2006 levels and significantly 


above OSFI's minimum supervisory 
(See figure 6) 


arget of 150%. 


; The P&C industry remains inherently volatile. Automobile 
: f Rene 
sn alas tee ica coe lines remain subject to provincially legislated coverage 
provisions, as well as rate approval. Claims pressures are 


evident in the largest automobile market (Ontario) and 
a recent court judgement in Alberta has overturned the 
authority of the province to limit damage awards stemming 
from automobile injuries. Other lines of business remain 
very competitive in the marketplace, with concerns being 
expressed over future claims trends. 


The industry expresses concerns over increasing weather- 
related losses deriving from the threat of climatic change. 
Terrorism remains a major risk. OSFI will continue to moni- 
tor loss exposure and the risk management processes of 
P&C companies to mitigate these risks. 


Percentage 
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In 2007, the combined MCT/BAAT ratio for the our ability to identify and intervene on a timely basis 
industry was well above OSFI's target of 150%. when a financial institution's practices are imprudent 
or unsafe. The methodology involves assessing an 
institution's inherent business risks, risk management 
processes, and financial condition. Where appropriate, 
OSFI uses the work of an institution's oversight functions, 
as well as the work of its external auditor and appointed 
actuary, to ensure suitable risk management practices 
and processes are in place and being followed at the 
operational level. This allows OSFI to focus its resources 
on reviewing areas of an institution that are likely to have 
a material impact on its safety and soundness. 


With the strong operating results of the past several 
years, the number of problem or staged P&C companies 
continues to decline, with only five at December 31, 2007. 


Michéle Harris Senior Supervisor 
Jason Mercer Manager, Operations 


Financial Conglomerate Group 
SUPERVISION SECTOR 
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In 2007-2008, OSFI implemented an Emerging Risk 
Committee to enhance early identification and tracking 
of developments or events that might have a negative 
impact on, or indicate a future hazard for, federally 
regulated financial institutions. 


OSFI implemented an 
Emerging Risk Committee to 
enhance early identification 
and tracking of developments 
or events that might have a 
negative impact on, or indicate 
a future hazard for, federally 
regulated financial institutions. 


Composite Risk Ratings 


The Composite Risk Rating (CRR) represents OSFI's 
overall assessment of an institution’s safety and sound- 
ness. The CRR is guided by a set of assessment criteria 
that were developed in consultation with the industry. 
There are four ratings for Composite Risk: ‘low’, ‘moderate’, 
‘above average’ and ‘high’ risk. The CRR is reported to 
most institutions at least once a year (certain inactive 
or voluntary wind-up institutions may not be rated). The 
confidentiality of these ratings is protected by regulation. 


As at the end of March 2008, OSFI assigned a low 

or moderate CRR to 94% of all rated institutions and 
rated 6% (25 financial institutions) as above average or 
high risk (compared to 95% and 5% in 2006-2007). 
Given the challenges faced by the financial sector, the 
percentage of higher risk institutions is likely to increase 
over the near term. (See figure 7) 


Composite Risk Rating by Sector 
Figure 7 
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As at March 31, 2008, OSFI assessed 94% of 
rated institutions as low or moderate risk. 


Chew-Peng Chia —_ Senior Supervisor, Financial Institutions Group, 


Insurance 


Sanjiv Desai Senior Supervisor, Financial Conglomerate Group, 
DTI 
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IMF — FINANCIAL STABILITY ASSESSMENT OF CANADA 


In concert with the Department of Finance, the Bank of Canada, major Canadian banks and others, OSFI 
provided significant input to the IMF’s updated Financial Sector Stability Assessment of Canada. The areas of input 
included work related to stress testing on financial institutions in the case of financial shocks and OSFI’s compli- 
ance with four recently revised core principles on Liquidity Risk, Operational Risk, Interest Rate Risk in the Banking 


Book, and Supervisory Techniques. 


In February 2008, the International Monetary Fund published an updated assessment report which concluded 
that “Canada’s financial system is mature, sophisticated and well-managed. Financial stability is underpinned 
by sound macroeconomic policies and strong prudential regulation and supervision.” The review found OSFI 
to be in compliance with all four Core Principles of Supervision assessed and stated that OSFI’s supervision 

is risk-focused and “reliance-based,” seeking to leverage the work done within banks with a view to minimize 
duplication of effort and to control the regulatory costs levied on institutions. Further, the report noted that 
OSFI has a well-balanced and fully articulated organization, robust processes, well elaborated documen- 
tation, sound and suitable methodologies, up-to date tools in line with the international best practices, 
adequate and competent staffing, and sufficient legal powers effectively used where appropriate. Overall, 

the report found that the Canadian financial sector is strong, with stress tests showing that the major banks would 
be able to withstand sizeable shocks to the financial system. 


David Gourlay Manager, Financial Institutions Group — 
Vancouver 
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Intervention Ratings 
9 Number of Staged Institutions 
Financial institutions are also assigned an intervention Figure 8 


rating, as described in OSFI's Guide to Intervention for 
Federal Financial Institutions, which determines the degree 
of supervisory attention they receive. Broadly, these 
ratings are categorized as: normal (unstaged); early 
warning (stage 1); risk to financial viability or solvency 
(stage 2); future financial viability in serious doubt (stage 3); 
and non-viable/insolvency imminent (stage 4). 


As at March 31, 2008, there were 25 staged institu- 
tions: the same level as last year. (See figure 8) The 
majority of the staged institutions were in the early 
warning (stage 1) category, although three have been 
identified as stage 2. The number of problem P&C 
insurers has continued to decline, reflecting the relative 
strength of that sector, while the number of deposit-taking DTI Life P&C Total 
institutions has risen. The number of staged life insurers 
remains small. ee ee 
The number of problem deposit-taking institutions 
has risen, reflecting the market stresses in that sector. 


8 Mar. 2007 &H Mar. 2008 


Number of Institutions 


Theresa Hee — Senior Supervisor, Financial Institutions Group — 
Vancouver 
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Highlights of the 2007-2008 Consultations with Financial Institutions 


in early 2008, The Strategic Counsel, acting on OSFI's 
behalf, conducted a survey of CEOs of federally regulated 
financial institutions to explore perceptions of OSFI's perfor- 
mance.’ The questionnaire was administered via an on-line 
survey and through telephone and in-person interviews. 


Overall, impressions of OSFI on most of the measures 
tested are strongly positive. Some areas for improve- 
ment were identified, mainly in the area of developing 
regulations and guidance. The survey report, Financial 
Institutions Survey 2008, is available on OSFI's Web site. 


Detailed Findings 


m Among respondents, 87% are satisfied with OSFI 
as the principal prudential regulator and supervi- 
sor of Canada’s financial services industry; 88% of 
CEOs believe that OSFI performs well in contributing 
to public confidence in Canada’s financial services 
industry. (See figure 9) 


wo 


The Strategic Counsel, an independent research firm, con- 
ducted the consultations on OSFI’s behalf. In early 2008, 166 
CEOs participated in the survey, representing active federally 
regulated deposit-taking institutions, life insurance companies, 
and property and casualty insurance companies. This is a 
response rate of approximately 60%. OSFI does not know who 
participated. The report is posted on OSFI’s Web site under 
About OSFI / Reports / Consultations and Surveys. 


Overall Satisfaction with OSFI 
Figure 9 
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A strong majority (87%) of CEOs are satisfied with 
OSFI as the regulator and supervisor of Canada's 
financial services industry. 
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@ Concerning OSFI's regulations and guidance, 92% of 
CEOs believe that OSFI does a good job of striking 
an appropriate balance between prudential consid- 
erations and the need for institutions to compete; 
94% believe that OSFI does a good job of consulting 
with the financial services industry when developing 
regulations and guidance. (See figure 10) 


@ Overall, 91% of CEOs are satisfied with OSFI when it 
comes to processing applications from their institu- 
tion, and 82% report they understand the basis on 
which OSFI makes decisions about their institution's 
applications. 


m™ CEOs suggested that in the next couple of years, the 
areas of risk that should be priorities for OSFI pertain 
to: market risk; capital requirements; regulatory risk; 
catastrophic risk; and complex financial instruments 
and products. 


Consulting with the Financial Services 
Industry Figure 10 
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Overall, 94% of CEOs believe OSFI does a very 
good, good or fair job of consulting with the 
financial services industry when developing 


regulations and guidance. 
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Rule Making 


OSFI provides a regulatory framework of guidance and 

rules that meets or exceeds international minimums for 

financial institutions. This includes the issuance of guidance 
and input into federal legislation and regulations affecting 
financial institutions, contributions to accounting, auditing 
and actuarial standards, and involvement in a number of 
international rule-making activities. 


During 2007-2008, OSFI continued to promote sound 
risk management practices through its rule making 
activities. We also continued to work with international 
bodies to develop international rules that are being directly 
or indirectly applied to Canadian financial institutions. 


Domestic Rule Making 
Revisions to Financial Institutions Legislation 


Legislation applicable to federally regulated financial 
institutions is reviewed every five years to ensure it 
remains current and promotes an efficient, competitive 
and prudent financial services sector. An Act to amend 
the law governing financial institutions and to provide 
for related and consequential matters received Royal 
Assent in March 2007. While the bulk of its provisions 
have been implemented, in 2007-2008 OSFI continued 
to work closely with the Department of Finance on the 
development of regulations in the context of the imple- 
mentation of certain aspects of the Act. 


Mary Thomas 
Stuart Wason 
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Collaboration with Canadian Standard Setters 


OSFI works closely with the Canadian Institute of Actuaries 
CIA) to ensure that its standards are appropriate and 
lead to acceptable practice in areas such as valuation, 
risk and capital assessment, as these topics relate to 
regulated entities. In 2007-2008 OSA continued its 
involvement with several CIA practice committees. 
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OSFI also maintains a strong cooperative relationship with 
the Canadian Institute of Chartered Accountants (CICA). 
During 2007-2008, OSFI continued to work closely with 
the CICA’s Accounting Standards Board (AcSB) staff 
and participated in bilateral discussions with AcSB staff 
on issues related to the adoption of International Financial 
Reporting Standards. OSFI will continue to work with 
AcSB staff on this initiative, which will result in fundamen- 
tal changes to financial reporting by federally regulated 
financial institutions. 


OSFI continued its membership on the AcSB’s User 
Advisory Council, Insurance Accounting Task Force and 
he IFRS Advisory Committee. OSFI also continued its 
collaboration with the Auditing and Assurance Standards 
Board, and was represented on the Auditing and Assurance 
Standards Oversight Council and the Accounting Standards 
Oversight Council. 


Capital Guidance 


Banks and Trust and Loan Companies — Capital 
Adequacy Requirements 

During 2007-2008, OSFI released a number of updated 
Guidelines and Advisories related to the measurement of 
capital and capital adequacy of banks and trust and loan 
companies. In November 2007, the Capital Adequacy 


Analyst, Capital, Accounting and Research Division 
Senior Director, Actuarial Division 


Requirements (CAR) Guidelines on the implementa- marchés financiers and Assuris. This is in response 
tion of the new Basel Il capital framework were revised to the anticipated move to international accounting 

to incorporate a number of clarifications raised by the standards (IFRS — Phase Il) that will likely modify the 
industry. principles for setting insurance liabilities. 

n addition, OSFI issued advisories to update these n 2007-2008, OSFI engaged in discussions with the 
Guidelines in response to market developments in the ife insurance industry on how to update the current 
use of tier 1 qualifying preferred shares and innovative approach to measuring life insurance regulatory capital 
instruments (January 2008), as well as in response equirements for the new accounting standards that 

to accounting, legislative and other changes affecting cause material changes to balance sheet items used 
the definition of capital and measurement of capital in the measurement of risks captured in the require- 
adequacy (April and June 2007). ments. The new methodology is expected to be ready 
A number of deposit-taking institutions (OTIs) applied to for implementation at the same time as IFRS Phase II. 
OSFI to use the advanced approaches outlined in CAR A discussion draft of the new framework was posted to 
A-1, During 2007-2008, OSFI completed a review of OSFTs Web site in March 2008, 


self-assessments these DIls had completed the previous OSFI and the life insurance industry continued to work 


year, and undertook follow-up reviews with banks. As a together through the MCCSR Advisory Committee (MAC) 
result of these reviews, in 2007 OSFI granted a number to develop and incorporate more advanced risk measure- 
of approvals, with conditions. ment techniques into the MCCSR. The MAC is composed 
Life Insurance Companies of representatives from the CLHIA, the Canadian Institute 
Get eA AUR a er ae anane one Milthaven of Actuaries, Assuris, the Autorite des marches financiers 
Continuing Capital and Surplus Requirements (MCCSR) and OSFI. In 2006, the MAC developed high-level principles 
guideline for life insurance companies in the fall of 2007 _t0 guide the development of a new more risk-sensitive 
the most important being the provision of explicit capital framework for life insurers, and in 2007 completed 
instructions on the capital treatment for derivatives, a vision paper outlining the framework, available on the 
particularly for options. Discussions will continue with OSFI Web site. 

the Canadian Life and Health Insurance Association Property and Casualty Insurance Companies 
(CLHIA) in advance of the next major modifications to OSFI indicated that it will start discussions in 2008-2009 
the guideline, scheduled for January 1, 2009. in response to an expression of interest by the property 
OSFI is developing a new framework for its standard- and casualty industry regarding the use of models-based 
ized MCCSR approach with the help of the Autorité des @PProaches to risk measurement, 


John Cuesta Senior Supervisor, Financial 
Conglomerates Group 


REGULATION SECTOR 


Erin Feeney Senior Compliance Officer, 
Compliance Division 


SUPERVISION SECTOR 
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Other Guidance 


Background Checks on Directors and Senior 
Management 

During 2007-2008, OSFI continued to work with the 
ndustry to finalize its draft guidance on the assessment 
of responsible persons. This work led to the February 2008 
release of Guideline E-17, renamed as Background Checks 
on Directors and Senior Management of Federally 
Regulated Entities (FREs). 


ee 


The guideline will assist federally regulated entities in 
establishing policies and procedures to conduct assess- 
ments of the suitability and integrity of their directors and 
senior officers. Guideline E-17 is consistent with international 
developments and with regulatory standards in comparable 
foreign jurisdictions. 


Anti-Money Laundering and Anti-Terrorism 
Financing Initiatives 

In 2007, OSFI turned the focus of its AML/ATF assessment 
program to the life insurance sector. Overall, OSFI found 
that Canada’s life insurance companies (domestic and 
Canadian branches of foreign companies) have made 
some progress in the development of effective AML/ATF 
programs. However, OSFI intervened where necessary 
to ensure institutions addressed identified weaknesses 
and deficiencies. OSFI continued to share findings with 
the Financial Transactions and Reports Analysis Centre 
of Canada (FINTRAC) under its joint Memorandum 

of Understanding. 


Extensive changes to the Proceeds of Crime (Money 
Laundering) and Terrorist Financing Act were enacted 
by Parliament in 2007-2008. Most of the regulatory 
changes were to take effect in June 2008. OSFI 
amended its assessment methodology to take these 
new requirements into account. 


OSFI continued to play an active role in the work of the 
Financial Action Task Force (FATF), which is the inter- 

governmental policy-making body that develops and 
promotes national and international policies to combat 
money laundering and terrorism financing. 


During the year, the FATF published a Mutual Evaluation 
Report (MER) on Canada. The MER recognized OSFI's 
good supervisory coverage of banking and federally 
regulated trust companies. OSFI's role in the AML/ATF 
regime in Canada was also recognized as effective. 

The FATF report was a “snapshot” of the Canadian regime 
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as of June 2007 and does not evaluate the regulatory 
changes that were to take effect in December 2007 

and June 2008. As noted in the report, these changes 
addressed deficiencies identified in Canada's preventative 
measures framework for financial institutions and other 
reporting entities, and bring Canada into compliance 
with virtually all of the FATF Recommendations. 


OSFI’s role in the 
anti-money laundering/ 
anti-terrorist financing 
(AML/ATF) regime in 
Canada was recognized 
as effective by the [inter- 
governmental] Financial 
Action Task Force. 


International Activities 


International organizations play a key role in the devel- 
opment of regulatory frameworks for banks and life 
insurers, In 2007-2008, OSFI continued to participate 
in the development of sound rules that can be applied 
internationally. While international regulatory frameworks 
are becoming the norm, OSFI realizes that they must be 
applied in Canada in a way that respects the realities of 
the Canadian marketplace. 


eh 


Canadian financial institutions continued to increase 
their international operations, some of which represent 

a material portion of their business. As a result, OSFI 
continued to build relationships with foreign supervisors 
through the development of information-sharing agreements 
with a number of host-country supervisory authorities 
that regulate significant foreign incorporated subsidiaries 
of Canadian banks. OSFI has completed more than 
20 of these agreements and, in 2007-2008, finalized 
agreements with the Bahamas and the Netherlands. 
OSFI continues to negotiate additional agreements, as we 
have found they often lead to improved coordination of 
supervisory work between home and host supervisors. 


Conceptual Changes to International 
Accounting Standards 


The Canadian Accounting Standards Board's (AcSB) 

has decided to adopt International Financial Reporting 
Standards (IFRS) by 2011 as the basis for financial repor- 
ting by public companies in Canada. As a result, OSFI 

has focused on responding to International Accounting 
Standards Board (IASB) projects through active par- 
ticipation in the Accounting Task Force (ATF) of the Basel 
Committee on Banking Supervision. As part of its work on 
the ATF OSFI provided comment letters in 2007 to the IASB 
on its Discussion Papers on “Fair Value Measurements” and 
“Preliminary Views on Insurance Contracts.” 


Beginning in 2008-2009, OSFI will conduct extensive 
consultations with federally regulated financial institutions 
regarding the effects of adopting IFRS so as to work towards 
a smooth implementation. 
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Through its participation and membership on the 
International Association of Insurance Supervisors’ (IAIS) 
Insurance Contracts Subcommittee in 2007-2008, OSFI 
worked on a response to the IASB Discussion Paper on 
insurance contracts noted above, as well as submitting 
an Independent response. 


International Association of Insurance 
Supervisors 


OSFI actively participates in the work of the International 
Association of Insurance Supervisors (IAIS), which 
epresents insurance regulators and supervisors of some 
140 countries. The IAIS objectives are to contribute to 
he improved supervision of the insurance industry for 
he protection of policyholders worldwide, to promote the 
development of well-regulated insurance markets and to 
contribute to global financial stability. OSFI participates 
in the IAIS as a member of the Executive, Technical and 
Budget Committees and several Subcommittees. 


In 2007-2008, OSFI contributed to the development of 
|AIS guidance papers on mutual recognition of reinsurance 
supervision, the valuation of technical provisions, the 
structure of regulatory capital requirements, enterprise 
risk management for solvency purposes and the use of 
internal models. 


Joint Forum 


The Joint Forum — established in 1996 by the Basel 
Committee on Banking Supervision, the International 
Organization of Securities Commissions and the Inter- 
national Association of Insurance Supervisors — works 
to achieve consistency of supervisory approaches on 
issues of common interest across financial sectors and 
national borders. 


During 2007-2008, OSFI continued its active membership 
in the Joint Forum, including participation in: 1) the update 
of the Joint Forum’s March 2005 report Credit Risk 
Transfer (CRT), which is being revised in light of both 
the increasing complexity of CRT instruments developed 
since 2004 and the fact that some investors did not 
understand fully the higher-risk nature of these products, 
thereby contributing to the market turmoil of 2007; and, 
2) the development of a report by the Conglomerate 
Principles working group, outlining the extent to which 
member countries have implemented the Joint Forum 
principles for the effective supervision of conglomerates 
and the main challenges encountered in doing so. 


OSFI continued its involvement with a number of other 
international groups, including the Financial Stability Forum, 
the Integrated Financial Supervisors, the Association of 
Supervisors of Banks of the Americas, the International 
Association of Insurance Supervisors, the International 
Actuarial Association, and le Groupe des superviseurs 
bancaires francophones. 
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Basel Committee on Banking 


Supervision 


Improving the q 
worldwide 


uality of banking supervision 


OSFI is a member of the Basel Committee on Banking 
Supervision (BCBS), which provides a forum for cooperation 


on banking super 
membership in th 


visory matters. OSFI continued its active 
e BCBS, where it is involved in the three 


main activity streams: the Accord Implementation Group 
(AIG), the Accounting Task Force (ATF) and the Policy 
Development Group (PDQ). 


The AIG allows supervisors to share information and 


approaches to th 


e implementation of Basel ll, thereby 


promoting consistency across jurisdictions. 


The PDG replace 


d the Committee's former Capital Task 


Force. Its primary objective is to support the Committee 
by identifying and reviewing emerging supervisory issues 


and, where appr 


policies that promote a sound banking system and high 
supervisory standards. 


The ATF works to ensure that international accounting 
and auditing standards and practices promote sound 


Opriate, proposing and developing 


risk management at financial institutions, support market 
discipline through transparency, and reinforce the safety 


and soundness of the banking system, 


Montréal 


SUPERVISION SECTOR 
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Robert Nguyen — Manager, Financial Institutions Group — Montréal 
France Guertin Manager, Financial Institutions Group — Montréal 
Daniel Stefan Senior Supervisor, Financial Institutions Group — 
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for the Basel Il rules. 


BCBS consultation papers 


OSFI participated with other BCBS memb 
development and finalization of a review o 
risk management in the context of recent ma 


and two Basel Il framework related d 
2007-2008. OSFI fully supports these p 


£ 


ocum 
apers 


they are an effective vehicle for consult 


Ing WI 
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rket tL 


ents in 


iquidit 


During 2007-2008, the BCBS continued to focus on facil- 
tating implementation of the Basel |! regulatory capital 
ramework (Basel Il), while establishing new mandates 
0 assess the drivers of turmoil in financial markets in 
early 2008 as well as the implications of market turmoil 


the 


me 


Oil 
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and believes 


th ind 


Istry 


and articulating supervisory views and expectations. 


m /iquidity Risk: Management and Supe 


Challenges 


ISOIY 


m@ Guidelines for Computing Capital for Incremental 
Default Risk in the Trading Book — consultative 


document 


m Principles for home-host supervisory cooperation and 


allocation mechanisms in the context of Advanced 


measurement approaches (AMA) 
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Disclosure of Information 


Under the Office of the Superintendent of Financial 
Institutions Act, the Superintendent is required to report 
to Parliament each year on the disclosure of information by 
financial institutions and the progress made in enhancing 
the disclosure of information in the financial services industry, 


OSFI contributes to and promotes effective disclosure 
by publishing selected financial information on OSFI's 
Web site and through Beyond 20/20 Inc.(see their Web 
site for more information); by providing guidance to 
institutions on their disclosures; and by participating in 
international supervisory groups with similar objectives. 


Disclosure associated with 
market turmoil 


n October 2007, the G7 finance ministers and central 
bank governors asked the Financial Stability Forum 
FSF) to examine the causes and weaknesses which 
contributed to the market turmoil that began in sum- 
mer 2007, and to come up with recommendations for 
increasing the resilience of markets and institutions. To 
carry out this work, the FSF created a working group 
comprised of representatives from several international 
bodies and national authorities in key financial centres. 
OSFI's Superintendent participated as a member of this 
working group whose findings were reported to the G7 
on April 7, 2008 and can be found on the FSF Web site. 
The report proposed concrete actions to be taken by 
specified parties in a number of areas, one of which 
was to enhance disclosure by financial firms of the risks 
associated with structured credit products and off-balance 
sheet entities, 


The report encouraged firms to provide — using identified 
leading disclosure practices — more robust risk disclosures 
in time for their mid-year 2008 reports. OSFI expects 
Canadian banks to follow the report’s recommendation 
in this regard, 


The FSF report also proposes that the Basel Committee 
on Banking Supervision (BCBS) issue by 2009 further 
guidance to strengthen disclosure requirements under 
Pillar 3 of Basel ll for securitisation exposures, sponsorship 
of off-balance sheet vehicles, liquidity commitments to 
ABCP conduits and valuations. In response, the BCBS has 
created a “Pillar 3 workstream” aiming to enhance Pillar 3 
in the identified areas. OSFI is committed to improving dis- 
closures in this area and is participating on this workstream 
through its membership in the BCBS. The International 
Accounting Standards Board (IASB) was also mandated 
to improve the accounting and disclosure standards for 
off-balance sheet vehicles and valuations, methodologies 
and the uncertainty associated with valuations. 


OSFI believes that existing Pillar 3 requirements, together 
with improvements resulting from work of the BCBS and 
the IASB, are key initiatives to enhance disclosure in the 
areas identified by the FSF. 


Navigating Through Global Currents 


A pprova Is The trend towards innovative or ground-breaking initiatives 
continued to increase the processing time and complexity 
of many approvals and, in some cases, raised new 
regulatory or public policy issues, OSFI spent a consid- 
erable amount of time processing approvals relating to 
corporate restructurings and reorganizations, changes of 
ownership, incorporation of financial institutions and the 
authorization of Canadian branches of foreign financial 


Most Ministerial approvals relate to the acquisition of institutions as well as other entry issues. Market disturbances 


control or of a significant interest in federally regulated also had an impact on processing time 
financial institutions, transfer of business or reinsurance = a 
A — a OSFI continues to require’ security checks on new 
ransactions, and applications for the incorporation of ; ; . 
Ut eee nae ; entrants, Canadian and foreign, and on the proposed 
inancial institutions or the authorization of Canadian dee 
rahe eee senior officers and boards of directors of new financial 
branches of foreign financial institutions. OSFI approvals Re he 
ae : ' institutions, which can also increase the time needed to 
ypically include reinsurance by related party, redemption 
complete a transaction. 


of shares/debentures, substantial investment and others. 


n 2007-2008, OSFI processed 651 approvals related to 
2/8 applications (individual applications often contain 
multiple approval requests), of which 37% were Ministerial 
approvals. (See figures 17 and 12) Although the number 
of applications declined from the previous year, the number 
of approvals rose by 11% (589 approvals related to 
359 applications were processed in 2006-2007). 


Federally regulated financial institutions are required to 
seek regulatory approval for certain types of transactions, 
including incorporations, orders authorizing the carrying 
on of business activities in Canada, corporate restructurings 
and ownership changes. OSFI provides a prudentially 
effective, balanced and responsive approvals process. 


fc 


When requested, OSFI provides advance capital confirma- 
tions on the eligibility of proposed capital instruments. A 
total of 44 such opinions and validations were provided 
in 2007-2008 compared to 47 the previous year. 


Major Types of Ministerial Approvals Major Types of Superintendent Approvals 
(Number of Approvals) (Number of Approvals) 
Figure 11 Figure 12 


BH New / Changes to Orders — 31 


Se Non-Cash Consideration for Shares — 14 


{2 Foreign Bank Designation / Exemption — 10 
Incorporation / Continuation / Branch Establishment — 15 
Substantial Investment — 14 


Substantial Investment — 41 
~ Transfer / Acquire > 10% Assets — 56 
© Redemption of Shares/Debentures — 56 


-~ Transfer of Business — 11 HB Reinsured by Related Party — 15 
® Other — 40 i Other —198 
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During 2007-2008, two banks and one trust company 


The trend towards were incorporated, one provincial trust company was 
innovative or ground-breaking continued federally, and three new federal property and 
ae ° ° casualty insurance companies entered the Canadian 
initiatives continued to increase marketplace. Four foreign bank branches (one lending 
the processing time and and three full-service) and four foreign insurance 
complexity of many approvals. branches (one life and three property and casualty) 


were established. (See figures 13 and 14) 


Approvals by Industry Sector 2007-2008 FRFI Entry, Exit and Ongoing New Entry 


Figure 13 Applications 2007-2008 
Figure 14 


@ Superintendent #@ Minister 
@ Entry 8 Exit Mi Ongoing 


Number of Approvals 


Number of Applications 


Bank T&L/Coop Life P&C : 
Life Insurance P&C Insurance DTI* 


* Includes non-deposit-taking institutions 


In 2007-2008, OSFI processed 651 approvals, of There were 15 new entrants in 2007-2008. 
which 37% were Ministerial approvals. The total 
rose by 11% over the previous year. 


Kate Shaughnessy —_ Regulatory Officer 
Roger Bossé Manager, Approvals and Precedents 
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Guidance and Education 


In 2007-2008, OSFI spent a considerable amount of time 
dealing with technical issues related to the application of 
the legislative provisions that deal with the carrying on of 
business in Canada by foreign banks under Part XII of the 
Bank Act, the insuring in Canada of risks by foreign 
insurance companies under Part XIll of the Insurance 
Companies Act, issues related to when an entity is 
controlled in fact, and the use of the word “bank” and 
other trade name use issues. 


In keeping with OSFI’s objectives of enhancing the 
transparency of its statutory approvals process and of 
promoting better understanding of OSFI’s interpretation 
of the federal financial institution statutes, OSFI develops 
and publishes Advisories and Rulings. 


OSFI Performance Against User Fee Service Standards 2007-2008 
Figure 15 


Superintendent deemed approvals 


Superintendent non-deemed approvals except those below 


Superintendent non-deemed approvals of deposit 
and trust agreements and letters of credit 


Ministerial approvals 
Precedents/Rulings/Interpretations 
Non-precedential confirmations of quality of capital 


Copies of corporate documents and certificates of confirmation 


70% 


In 2007-2008, OSFI published two Advisories: Insurance 
in Canada of Risks and Control in Fact. OSFI also published 
Rulings with respect to: Business in Canada — Access 
to the Canadian capital market; Control in Fact — Trustee 
or manager; Insurance in Canada of Risks — Financial 
guarantee insurance and residual value insurance: Business 
in Canada — Referral arrangement: and Classes of 
nsurance — Reverse mortgage loan insurance. 


n addition, OSFI contributed to the Department of 
Finance's Islamic Financial Services Working Group. 


n October 2007, OSFI hosted its sixth annual Legislation 
and Approvals Seminar, attended by approximately 
90 representatives of financial institutions and advisors. 


{ Performance Standard &@ Performance Results 


pean | 


| 


80% 85% 90% 95% 100% 


In keeping with OSFI’s and the Government of Canada’s commitment to enhance accountability and 
transparency relating to services provided, OSFI has performance standards establishing time frames 
for processing applications for regulatory approval and for other services. In 2007-2008, OSFI met or 
exceeded all of these established performance standards. More information on OSFI's performance 
standards can be found on our Web site under Banks / User Fees / Service Standards. 
a 
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Federally Regulated Private Pension Plans 


OSFI provides risk assessments of pension plans covering employees in federally regulated areas of employment; 
timely and effective intervention and feedback; a balanced relevant regulatory framework; and a prudentially effective 
and responsive approvals process. 


Private Pension Environment 


Favourable market conditions through 2006 and into 2007 lessened funding pressures for many plans going into 

2007. The downward pressure on long-term interest rates appeared to ease, However, at year-end the liability discount 
ate was only marginally higher than a year earlier, and with the emergence of market turbulence in mid-2007, average 
investment returns for 2007 as a whole were very modest. The returns were characterized by wide divergence across 
individual plans, depending on their investment strategy and asset mix. As a result of these developments, funding 

pressures on pension plans have not disappeared. 
C 
a 


hanges in financial markets and economic conditions have the potential to adversely impact financial institutions 

nd other financial system participants, including pension plans. During the year, OSFI emphasized the need for plan 
administrators to assess their exposure to market and other stresses, to consider their risk tolerance, and to take action 
to manage risk appropriately. This will be particularly important going forward due to market volatility since mid-2007. 
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Monitoring 


As at March 31, 2008, 1,350 private pension plans 
were registered under the Pension Benefits Standards 
Act, 1985, (PBSA), covering over 594,000 employees 

in federally regulated areas of employment, such as 
banking, inter-provincial transportation and telecom- 
munications. In 2007-2008, plan assets increased by 
2%, to a value of approximately $132 billion. The great 
majority of members and assets that OSFI regulates 

are held in defined benefit plans. Over the past four 
years, there has been a small but steady increase in the 
number of defined contribution and combination plans, 
and the number of defined benefit plans has changed 
little. (See figure 16) 


OSFI regulates approximately 7% of pension plans in 
Canada, according to the latest data available. The 
majority are under provincial regulation, representing 
5,2 million employees with total assets of $961 billion. 


The most current pension plan financial statements 
filed during the 12-month period ending March 31, 2008 
report that 53% of pension assets are invested in equi- 
ties, 39% in debt instruments and 8% in diversified and 
other assets. OSFl-regulated pension plans made small 


Pension Plans by Type (last 4 years) 


adjustments to asset allocations relative to the previous 
period, decreasing equity and increasing debt securities, 
diversified and other investments. 


On average, private pension plans under federal jurisdiction 
ecorded almost 2% return on their investments, substan- 
ially under the 12% average recorded in the previous 

fiscal year. 


The average estimated solvency ratio (ratio of assets 
over liabilities on plan termination basis) for all plans was 
1,05 at year end 2007 (virtually level with 1.06 at the 
previous year end). Estimated solvency ratios calculated 
by OSFI using year-end 2007 data showed that approxi- 
mately 56% of all defined benefit plans supervised 

by OSFI were under-funded, meaning their estimated 
labilities exceeded assets, on plan termination basis. 
OSFI estimates that there are more under-funded plans 
today than a year ago, and that the aggregate deficit 
has grown. 
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Figure 16 

Soe a Nan Y-E 2007-08 Y-E 2006-07 Y-E 2005-06 Y-E 2004-05 

Total Plans 1,350 1jaa2 1,304 1,284 
Defined Benefit 351 ES 345 344 
Combination 95 89 87 84 
Defined Contribution 904 884 872 856 

Total Membership  —- 594,000 582,000 576,000 572,000 
Defined Benefit 391,000 386,000 383,000 386,000 
Combination 99,000 98,000 99,000 99,000 
Defined Contribution 104,000 98,000 94,000 87,000 

Total Assets $132 billion $130 billion $116 billion $104 billion 
Defined Benefit $109 billion $108 billion $95 billion $85 billion 
Combination $19 billion $19 billion $18 billion $16 billion 
Defined Contribution $4 billion $3 billion $3 billion $3 billion 


As at March 31, 2008, there were 1,350 private pension plans registered under the Pension Benefits 
Standards Act, 1985 (PBSA), covering over 594,000 employees. 
sss 
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In November 2006, the Solvency Funding Relief Regulations pension plan sponsors are funding their plan under these 


came into force, allowing federal pension plans to regulations: 43 plans are using the five-year fresh start 
consolidate their solvency deficiencies and amortize the while 14 are funding solvency deficiency over 10 years 
amount over five years or, Subject to obtaining the buy-in under the buy-in option, while 18 are funding over 10 
of plan members and retirees or the use of letters of years using letters of credit. 


credit, over 10 years. On March 31, 2008, a total of 75 


Adjustments to Pensions 


As required by the Pension Benefits Standards Act, 1985, plan sponsors report the extent to which they have provided 
inflation protection and the source of funds for the adjustments. 


Inflation Protection 


In 2007-2008, 21% of the plans that offer defined benefits reported increases in pensions being paid out, i.¢., retirees’ 


=F 6S) 


C 


eases were based on full 


ensions (compared to 22% the previous year). Of these plans, 36% also increased deferred pensions. 


Consumer Price Index (CPI) in 39% of cases, 25% on partial CP! and 36% using other formulae, 


such as excess interest, a flat dollar amount, or a percentage of pension payment. In 61% of cases (74% in 2006-2007), 


adj 


ustments were made as 


em 


Source 


Cr) 


plus/gains to reduce con 


a result of collective agreements or were required by the plan text. In the remaining cases, 


ployers made voluntary adjustments. 
of Funds for Adjustments 


During 2007-2008, 34% of the plans that made adjustments to pensions did so using surplus funds or gains (compared 
to 32% the previous year). 
some combination of option 


The remainder used sources outside the pension fund, created unfunded liabilities, or used 
S to Improve pensions. 


In 25% of cases, where plans had surplus/gains, they improved benefits, while in 61% of cases the employer used 


tributions. The remaining 14% used their surplus/gains for both. This is a small change from 


2006-2007, when 25% used surplus/gains to improve benefits and 54% reduced contributions while 21% did both. 


Patrick Wellington Supervisor 
Sylvia Bartlett Acting Policy Manager 
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Risk Assessment, Supervision and 
Intervention 


Given the potential for changes in economic and 
financial conditions to adversely affect the financial 
position of pension plans, OSFI encourages pension 
plan sponsors and administrators to remain vigilant and 
knowledgeable about techniques to manage volatility and 
potential risks, OSFI will continue to carefully monitor 
both the condition of private pension plans, and, to the 
extent possible, that of their sponsors, and will intervene 
when necessary. 


some plans are still facing challenges - financially weak 
sponsors and defined benefit plans with negotiated 
contributions being particularly vulnerable to funding 
pressures and volatility. 


To align with and respond to the changing external 
environment for pensions, OSFI continued a review 
of the pension risk assessment framework begun in 
2006-200/, in order to strengthen the risk-focused 
approach to pension supervision and to direct our 
resources most effectively. In addition, OSFI's Enterprise 
Risk Management assessment identified a need to 
upgrade the systems that support our supervisory 
efforts. These two initiatives will be implemented over 
the next few years. 


OSFI expects the main pillars of the current risk assessment 
framework for pension plans to continue — early warning 
tests, solvency testing, on-site examinations, the watch 
list and use of intervention powers. 


Early Warning Tests 


OSFI has developed a series of early warning tests to 
detect risks based on information submitted in pension 
plans’ filings. An initial series of automated tests is run to 
identify higher-risk plans. These plans are then subject 
to a more detailed analysis by OSFI's pension plan 
supervisors in an effort to assess whether further action 
should be taken. In 2007-2008, 22% of plans that remitted 
filings were subject to the more detailed review, 


(4p) 


Solvency Testing 


Early deiection of solvency and funding problems is a 
key element in safeguarding members’ benefits. OSFI 
runs a solvency test on a semi-annual basis to estimate 
solvency ratios for all defined benefit pension plans. This test 
provides OSFI with important information, allowing it to 
intervene earlier in at-risk pension plans. (See figure 17) 


Defined Benefit Plans Estimated Solvency Ratio (ESR) Distribution (past 3 years)* 


Figure 17 


W Dec. 2005 Dec. 2006 i Dec. 2007 


Percentage 


1 eg 
re 


<0.7 07-08 0.8-0.9 


0.9-1.0 


*as at December 31st 


dO 


sete 12-13 1.3-1.4 1A=Te5, >1.5 


There are more plans with an ESR < 1 as at the end of December 2007 than a year earlier. 
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Through this testing, OSFI identified under-funded 
pension plans that were taking contribution holidays in 
2007-2008. In certain instances, it was OSFI’s view that 
the taking of contribution holidays was not prudent. OSFI 
took action, ranging from strongly encouraging plan 
sponsors to cease contribution holidays, to requiring 
enhanced notification to members and/or requesting early 
valuation reports, triggering enhanced funding. These 
situations were all dealt with to OSFI’s satisfaction. 


On-Site Examinations 


OSFI's risk-based supervisory approach includes on-site 
examinations of selected pension plans, which allows 
OSFI to enhance its assessment of the financial situation 
and quality of the administration of plans. 


OSH performed a number of on-site examinations during 
the year with a continued focus on governance and 
disclosure to members, and completed detailed desk 
reviews of select other plans. 


Watch List 


Consistent with a risk-based approach to supervision, 
OSFI considers the size of the plan’s deficit and the 
sponsor's capacity to fund it. Pension plans that give 
rise to serious concern, due to their financial condition 
or for other reasons, are placed on a watch list and are 
actively monitored. 


The number of private pension plans on OSFI’s watch 
list declined slightly during 2007-2008 from 63 at the 
start of the year to 59 at the end of the year. Of these, 
49 were defined benefit plans (49 in 2006-2007) and 
10 were defined contribution plans (14 in 2006-2007), 
During the course of 2007-2008, 10 new plans were 
added to the watch list and 14 were removed, in part 
due to OSFI's intervention. (See figure 18) 


Watch List Trend by Plan Type (past 4 years) 
Figure 18 
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The number of pension plans on OSFI’s Watch 
List declined modestly to 59 in the fiscal year 
2007-2008 from 63 in 2006-2007. 


Intervention 


OSFI works closely with plan sponsors, administrators, 
custodians and other stakeholders to find reasonable 
solutions to protect members’ benefits. 


In 2007-2008, OSFI intervened with respect to high-risk 
pension plans, including taking measures to enforce 
minimum funding requirements and ensure timely 
remittance of contributions. OSFI also used its authority 
to require a number of plans to provide enhanced and 
prompt disclosure of financial information to members. 


Ss 
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Rules and Guidance 


OSFI strives for a balance between making rules that 

protect members’ benefits while not impeding the provision 
of pension plans by employers. Setting rules and guidance 
is done through co-operation and consultation with major 
Stakeholders and other regulators. 


OSFI continues to promote responsible pension plan go- 
vernance and actuarial practices by working closely with 
the Canadian Institute of Actuaries and the Canadian 

Association of Pension Supervisory Authorities (CAPSA). 
OSFI is a member of CAPSA, a forum for discussing 
common issues faced by federal and provincial pension 
plan supervisory authorities. 


In the spring of 2007, the Federal Government announced 
as part of its budget that it would move forward with 
proposed regulatory and legislative changes to give defined 
benefit pension plans the ability to offer phased-in 
retirement. OSFI worked with the Department of Finance 
to develop legislation and regulations for phased-in 
retirement. In addition, OSFI provided input on required 
amendments to the Pension Benefits Standards Act 
1985 and regulations as a result of the rule changes 
for life income funds (LIFs) announced in the February 
2008 Federal Budget. 


In keeping with the objectives of promoting transparency 
and improving stakeholders’ understanding of OSFI’s 
expectations, the newsletter PBSA Update was published 
twice during the fiscal year. In the past year, OSFI initiated 
a pension policy development process with more extensive 
external consultation; draft versions of revised guidance 
on the reporting requirements for terminating defined 
contribution and defined benefit plans were posted on 
OSFI's Web site for industry comments. 
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Approvals 


Federally regulated private pension plans are required 
to seek approval from the Superintendent of Financia 
nstitutions for different types of transactions affecting 
pension plans, including plan registration, asset transfers 
including mergers and spin-offs), full and partial plan 
terminations, refunds of surplus, or reduction of benefits. 


During 2007-2008, OSFI added resources and introduced 
more streamlined processes to improve timeliness while 
ensuring complex transactions are carefully considered. 
n addition, OSFI pursued enhancements to its automated 
systems fo support the pension approvals function, to 
be completed in 2008-2009. As a result of focused 
effort to reduce a backlog in requests for approvals — 
which included refining internal approval processes and 
publishing additional approval instruction guides to the 
pension industry — OSFI cut the number of outstanding 
requests for approval by 25%, with a substantia 
50% reduction in cases more than two years old. 


The number of transactions requiring the Superintendent's 
approval has remained steady. During the year, OSFI 
processed 112 applications for approval and received 
104 new requests. In 2007, 63 new plans were 
registered with OSFI. Of these, 23 were defined benefit 
plans. A further 27 registered plans, affecting about 
2,100 members, informed OSFI that they were terminating 
or consolidating. 


As a result of focused 
effort to reduce a backlog 
in requests for approvals, 
OSFI cut the number 

of outstanding requests 
by 25%. 
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International Assistance 


The International Advisory Group (IAG) within OSFI assists selected developing and emerging market economies to 
improve their supervisory systems in line with international banking and insurance supervisory standards, thereby 
enhancing the stability of the global financial system. The Canadian International Development Agency (CIDA) provides 
the bulk of the funding for the group. 


IAG conducts needs assessments and provides hands-on technical advice, training, workshops and seminars, primarily to 
supervisors in Asia, Latin America, Africa and the Caribbean. In order to achieve efficiency and economy in program 
delivery and training of supervisors from many different jurisdictions, IAG also collaborates with a number of regional 


banking and insurance associations and other technical assistance providers such as the Financial Stability Institute. 


The demand for technical assistance from IAG continues to grow, especially from supervisory authorities in Africa and 
Asia. In 2007-2008, IAG hosted many international delegations to OSFI and received requests for technical assistance 
from jurisdictions of varying size and with financial regulatory systems at various stages of development. 


4 


During the review period, IAG delivered several bilateral or multilateral programs, sometimes in partnership with other 
technical assistance providers, in 30 countries. IAG continues to work closely with the supervisory authorities in 
Ghana, Nigeria and Malaysia to help these jurisdictions transition to risk-based supervision for financial institutions. 


O 
ae 


Fl continues to support the Toronto International Leadership Centre for Financial Sector Supervision by participating 
e Board of Directors and providing resources, most notably Program Leaders and Presenters, to assist with the 
delivery of the Centre's programs. Through the Centre, individuals with substantial experience in financial supervision 
from Canada and abroad help supervisors acquire the knowledge and leadership skills to build effective supervisory 
regimes in their countries. 


2) 
=). 
ot 


40 Navigating Through Global Currents 


In 2007, two independent reviews of IAG’s activities were 
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OSFI commissioned Universalia, an independent research 


firm with experience in international development, to design 
and administer an online survey of stakeholders. Invitations 
to participate were sent to a sample (179) of program 
participants; of these, 72 completed the questionnaire for 
a response rate of 40.2%. The final report is available on 
OSFI's Web site under International Advisory Group. 
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OSFI’s James Bruce, Jean Sarazin and Kim Norris of the International Advisory Group are 
pictured during the Regional Insurance Supervision Workshop in Port Vila, Vanuatu, with 
participants from the following countries: Cook Islands, Federated States of Micronesia, Fiji, 
Marshall Islands, Papua New Guinea, Samoa, Solomon Islands, and Vanuatu. 
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Office of the Chief Actuary 


RRO. 


The Office of the Chief Actuary (OCA) contributes to financially sound federal government public pension and other 
programs through the provision of expert actuarial valuation and advice to the Government of Canada and to provincial 


governments that are Canada Pension Plan (CPP) stakeholders. 


Loans Program. 


The OCA conducts statutory actuarial valuations of the CPP. Old Age Security (OAS) program, and pension 
plans covering the federal Public Service, the Canadian Forces, the Royal Canadian Mounted Police (RC 
appointed judges, and Members of Parliament. The OCA also undertakes the actuarial review of the Canada Student 


The OCA was established within OSFI as an independent unit and, while the Chief Actuary reports to the Superintendent 


he is solely responsible for the content and actuarial opinions in reports prepared by the OCA. 


Tabling of the 23" Actuarial Report on the Canada Pension Plan 
The OCA is required by law to produce an actuarial report on the Canada Pension Plan every three years. The 23” 


Actuarial Report on the CPP as at December 31, 2006 was tabled on October 29, 2007. Prepared by the C 
of OSFI, this triennial actuarial report on the CPP involves projections of CPP revenues and expenditures over 
period (75 years), so that the future impact of historical and projected trends in demographic and economic 


be properly assessed. 
The CPP pro 


<= 


ides protection to millions of Can 


$28 billion. Canadians want to feel confident 


The actuarial report provides Canadians with t 


finds that the legislated 9.9% combined emp 
the CPP as larger numbers of Canadians reac 
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adian workers and their families against the loss of income d 
ment, disability and death. In 2007, about 5 million 
hat t 


€ most recent information on the financial status of the Plan, 
oyer- 


he CPP will be able to meet their needs in future years. 
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irement age and life expectancy continues to increase. 
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Canadians received CPP benefits, with a total value of approximately 


The report 


employee contribution rate is expected to be sufficient to sustain 


Currents 


External Peer Review of the 
23° CPP Actuarial Report 


The Office of the Chief Actuary commissioned an external 
peer review of the 23° CPP Actuarial Report. First 
introduced in 1999, the independent panel of reviewers 
is intended to ensure that actuarial reports meet high 
professional standards and are based on reasonable 
assumptions in order to provide sound actuarial advice 
to Canadians. 


The independent panel's findings confirm that the work 
performed by the OCA on the 23° CPP Actuarial Report 
meets all professional standards of practice and statutory 
requirements, and state that the assumptions and methods 
used are reasonable. The panel also stated that the report 
fairly communicates the results of the work performed 
by the Chief Actuary and his staff. 


The panel found that each of the major actuarial assump- 
tions is within the reasonable range. As a result, the Chief 
Actuary's conclusions on the CPP’s financial sustainability 
are well supported. 


The external peer review of the 23 CPP Actuarial Report 
iS public, as were previous peer reviews of the CPP Actuarial 
Reports, and is available on the OSFI Web site under 
Office of the Chief Actuary. 


Reports, Presentations, Services 
and Special Studies 


The OCA completed a number of reports in 2007-2008, 
including actuarial reports on the pension plans for the 
Members of Parliament (February 2008), Federally 
Appointed Judges (November 2007) and on the benefit 
plan financed through the Royal Canadian Mounted Police 
(dependants) Pension Fund (September 2007). These 
reports were subsequently tabled before Parliament, 
and provide actuarial information to decision-makers, 
Parliamentarians and the public, increasing transparency 
and confidence in the retirement income system. The 
OCA also completed its sixth annual actuarial review of 
the Canada Student Loans Program. 


Other services provided by the OCA during the 
year included: 


m Various expert witness reports before the CPP 
Pension Appeals Board: 
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Jean-Claude Ménard was appointed Chief 
Actuary in August 1999. Prior to joining OSFI, 
Mr. Ménard held progressively senior roles with 
the Quebec Pension Board, culminating in his 


appointment as Chief Actuary and Director of 
Valuation in 1995. From 2002 to 2007, he was 
Vice-Chairman of the Technical Commission of 
Statistical, Actuarial and Financial Studies of the 
International Social Security Association (ISSA). In 
2008, he became Chairman of that Commission. 
In this capacity, he is the official representative 
of the ISSA and the Canadian Institute of Actuaries 
on the Social Security Committee of the 
International Actuarial Association. In February 
2008, he was appointed member of the National 
Academy of Social Insurance (NASI), a non-profit 
organization made up of the leading experts on 
social insurance. 


Ongoing advice and support to the federal-provincial 


CPP committee of officials; 


Public Accounts actuarial reports on the major public 
sector pension plans sponsored by the government 
al Statements 


including information used in the financ 
of the Public Service, Canadian Forces and RCMP 
pension plans; 


Public Accounts actuarial reports for the Public 
Service Health Care Plan and Pensioners’ Dental 
Service Plan, and assessment of the workers’ 
compensation actuarial liability for the accounting of 
retirement and post-employment benefits under the 
government accrual accounting policies; 


Jean-Claude Ménard 


Chief Actuary 
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m Public Accounts actuarial report on Pension Act-related The Chief Actuary provided remarks to the Senate Standing 
post-employment benefits for the Canadian Forces Committee on National Finance on the CPP and throughout 
including war veterans; the year he delivered presentations to a range of audiences 
including the European Institute at the Sovereign Funds 
Roundtable, the 15" International Conference of Social 
Security, Actuaries and Statisticians of ISSA, the 29" ISSA 
General Assembly, the C.D. Howe Institute, and at the 
Society of Actuaries Living to 100 Symposium (for a com- 
plete list of papers presented and conferences, see OSFI’s 


m Ongoing advice and support given to the CPP Web site under Office of the Chief Actuary). 
vestment Board, the Public Sector Pension 


n 
nvestment Board (PSP Investments) and the 
D, 


™ Ongoing advice to a range of federal departments 
and agencies including Treasury Board Secretariat, 
Justice, Judicial Compensation and Benefits Com- 
mission, Veterans Affairs Canada, Canadian Forces, 
members of the RCMP and Crown Corporations; 


The OCA is continuously involved in preparing various 
ension Advisory Committees of the Public Service, experience studies and research covering a wide range 
ha Canadian Forces and the RCMIE: of social security, demographic and economic issues 
that may affect the financial status of pension or benefits 


— 


m@ Annual presentation by the Chief Actuary to the OCA plans. Some of these studies also serve to support 
Coenen Committee, ol Meeting of the Public so liymakers in developing and analysing various policy 
Service, RCMP and Canadian Forces Pension pee) options in the context of plan reforms. The information 
ee ee Senay and also to the presented in these studies could benefit private sector 

organizations that evaluate social security or private 

m@ Work as Chair of the International Social Security pension plan schemes. 

Association ( SSA) Technical Commission on In 2007-2008, the OCA maintained the tracition of continual 
Statistical, Actuarial and Financial Studies. improvements to the actuarial methods by applying more 
extensive and sophisticated stochastic analysis as was 


recommended by the CPP Peer Review Panel. 


Michel Millette Director, Office of the Chief Actuary 


44 ; ; 
Navigating Through Global Currents 


Corporate Services 


Linking Human Resources Planning to Business Planning 


In 2007-2008, OSFI continued to improve the links between human resources planning and business planning, including 
the development of specific human resource and training strategies to support OSFI's business priorities. A major 
component is a formal deployment program that encourages employees to further hone their professional skills by 
experiencing different working environments within the organization. This will helo ensure OSFI has people with the right 


skills and experience to meet the potential 


deployed, in what will become a bi-annual exercise. 


Some staff resources were reallocated to 
Financial Insti 
In addition, new positions were budgeted 
in anticipation of emerging risks. 


+ 


= 
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During the year, sector management parti 
compiled of industry experience among S 
help identify where additional industry exp 
external versus internal recruitment as OS 


challenges of our financial sector. A total of 10 employees were successfully 


create a new Ottawa-based supervisory team to assist the Toronto-based 


ions Group with the workload created by the growing risk profiles across OSFI's regulated industries. 


for 2008-09 to increase capacity and complement targeted technical skills 


clpated in quarterly reviews of HR plans. In support of this, an inventory was 
upervision employees as a planning aid. For example, this information will 
erience would be an asset and help to ensure an appropriate balance of 

FI staffs vacancies. 


A compensation survey was completed in 
paid within the financial services industry. 
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dicating that, generally, OSFI’'s salary structure appropriately reflect salaries 
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Developing Staff 


OSFI continues to place great importance on training and 
developing its employees. The organization-wide planning 
exercise helps identify staff development needs and we 
continue to implement effective strategic training initiatives 
to meet organizational learning needs. The 360-degree 
feedback of executive leadership skills continued in 
2007-2008, in response to needs identified in a 2005 
employee survey. 


Toronto Accommodations 


OSHI's Toronto office space lease in the financial district 
expires in February of 2009. We are currently working 
with Public Works and Government Services Canada on 
aneeds assessment of future space requirements. As 

a significant increase in lease costs is anticipated, OSFI 
will implement smaller office standards, as was done for 
the Ottawa office in 2005. Reducing the total amount of 
rental space will mitigate the increase in lease costs. 


Improving Internal Communication 


Throughout 2007-2008, OSFI remained committed to 
strengthening the effectiveness of Its internal communi- 
cations. Existing programs such as employee orientation 
sessions, informal meetings with members of the executive 
team and town hall meetings continued to provide important 
opportunities for employees to share ideas and contribute 
to the organization. Enhancements to the Intranet are 
underway that should result in better access to key 
applications and tools. 


In January 2008, employees from OSFI’s four offices 
gathered in Huntsville, Ontario for a biennial employee 
conference. This year’s theme was “New Beginnings.” 


Managing Risks to the Working 
Environment 


OSFI enhanced security in a number of ways in 2007-2008, 
Committed to the security of its employees, assets and 
information, OSFI published and implemented a Corporate 
Security Policy, IT Security Policy and supporting stan- 
dards. The delivery of security training and awareness 
sessions continued throughout the year to remind and 
inform employees of their security responsibilities while 
addressing any issues or concerns. 


Risks identified in a series of threat and risk assessments, 
conducted in the previous fiscal year, were mitigated by 


implementing safeguards commensurate to the level of 
isk. Business Continuity Planning (BCP) was also on the 
agenda as OSFI conducted a table-top exercise. Designed 
to enable senior executives to test their capacity to 
execute their responsibilities and accountabilities while 
relocated to a simulated backup Emergency Command 
Centre, the exercise was very successful in replicating 
the challenges that would be incurred by the BCP team. 


Enhancing Information 
Management 


The Project and IM/IT Services Group continued to 
support the achievement of OSFI's long term priorities 
by the delivery of key priority projects and on-going 
implementation of its multi-year IM/IT strategy. 


One of these key priority projects is the move to International 
Financial Reporting Standards (IFRS). This project was 

launched in 2007-2008 to determine the implications of 
the accounting changes for Canadian financial institutions 

and supervisors, including the implementation of implied 
changes to OSFI's data collection processes and its analytics 
and reporting capabilities. OSFI also began the Minimum 

Continuing Capital Surplus Requirement (MCCSR) project, 
which will result in the development of a more risk-based 
capital framework for life insurance companies. It may also 
lead to additional and/or enhanced data requirements and 
reporting and analytics capabilities. 


With the implementation of Basel II in December 2007, 
OSFI Is capturing and consolidating more data, providing 
detailed reporting capabilities to enhance our ability to 
respond quickly to changes in the financial sector. OSFI's 
core monitoring processes are further supported by the roll 
out of Business Intelligence technology. The Electronic 
Document Management System (EDMS) project (phase 3) 
was completed during the year, with EDMS now serving 
as the primary information sharing tool for all employees. 


— 
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Financial Statements 


Financial Review and Highlights 


OSFI recovers its costs from several revenue sources, OSFI is funded mainly through asset-based, premium-based 
Or membership-based assessments on the financial institutions and private pension plans that OSFI regulates and 
supervises, and a usel-pay program for legislative approvals and other selected services. 


The amount charged to individual institutions for OSFI’s main activities of risk assessment and intervention (supervision), 
approvals and rule making is determined in several ways, according to formulas set out in regulations. In general, the 
system is designed to allocate costs based on the approximate amount of time spent supervising and regulating each 
industry. Costs are then assessed to individual institutions within an industry based on the applicable formula, with a 
minimum assessment for smaller institutions. 


Problem (staged) institutions are assessed a surcharge on their base assessment, approximating the extra supervision 
esources required. As a result, well-managed, lower-risk institutions bear a smaller share of OSFI’s costs. 


OSFI also receives revenues for cost-recovered services. These include revenues from the Canadian Internationa 
Development Agency (CIDA) for international assistance, revenues from provinces for which OSH provides supervision of 
their institutions on contract, and revenues from other federal organizations to which OSFI provides administrative suppo 


cr 


ral 


Effective 2002-2003, OSFI began collecting late and erroneous filing penalties from financial institutions that submi 
ate and/or erroneous financial and corporate returns. These penalties are billed quarterly, collected and remitted to 
he Consolidated Revenue Fund. By regulation, OSFI cannot use these funds to reduce the amount that it assesses 
he industry in respect of its operating costs. 


The Office of the Chief Actuary is funded by fees charged for actuarial services relating to the Canada Pension Plan, 
the Old Age Security program, the Canada Student Loans Program and various public sector pension and benefit 
plans, and by a parliamentary appropriation. 


By 


bh 


Overall, OSFI fully recovered all its expenses for the fiscal year 2007-2008. 
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OSFI's total expenses were $86.5 million, a $3.2 million, 
or 3.9%, increase from the previous year. Human 
Resources costs, the main driver of OSFI’s expenses, 
rose by $4.4 million, or 7.5%, as a result of the filling 

of vacancies, planned growth in employee compensation 
in accordance with collective agreements, and perfor- 
mance-related pay, which is available to employees at 

all levels within the organization. 


OSFI's average number of full-time equivalent employees 
during the year was 459, a 2.9% increase from the 
previous year. OSFI ended the year with an actual head 
count of 467. 


Federally Regulated Financial Institutions 
Revenues 


Total revenues from federally regulated financial institutions 
were $73.9 million, an increase of $2.6 million, or 3.6%, 
from the previous year. OSFI met its target, as communi- 
cated to the industry associations, of Keeping the overall 
increase in base assessments under 7.8%, Base assess- 
ments on financial institutions increased by $3.9 million, 
or 6.1%, from the previous year. 


Revenues for cost-recovered services decreased by 
$1.1 million, or 24.9%. The planned expiry, on October 31, 
2007, of the Memoranda of Understanding with major 
banks for the implementation of the internal ratings- 
based approach of the New Capital Adequacy Framework 
(Basel |I) accounted for $1.0 million of this decrease. 
Effective November 1, 2007, OSFI’s ongoing Basel |I 
costs were recovered through base assessments. 


Revenues from user fees and charges decreased by 
$0.3 million, or 8.8%, from the previous year due to 
a different mix and volume of user-pay transactions. 


Expenses 


Total expenses were $73.5 million, an increase of 
$2.6 million, or 3.6%, from the previous year. 


Human Resources costs rose as a result of the increase 
in average full-time equivalent employees and the planned 
growth in employee compensation. These costs were 
partially offset by lower Information Management/ 
Information Technology (IM/IT) costs of $1.8 million, 

or 19.7%, due to the completion of major enabling 
technology projects in the first and third quarters of the 


fiscal year, namely the enhanced reporting and analytics 
(business intelligence) and Basel |! projects. 


Base Assessments by Industry 


Base assessments are differentiated to reflect the share 
of OSFI’s costs allocated to each industry group (base 
assessments are the costs allocated to an industry, 

less user fees and charges and cost-recovered services 
revenues). The chart below compares the growth of base 
assessments by industry group over the past five years. 


Assessments on the P&C industry over this period rose 
more than for other industries, reflecting an increase in 
OSFI's resources during 2004 and 2005 due to this 
sector's difficult economic conditions, and to OSFI's 
heightened efforts on actuarial and capital adequacy 
matters during 2007 and 2008. 


The increase in base assessments on the deposit-taking 
industry during the period from 2005 to 2008 reflects 
OSFI's efforts on parts of the New Capital Adequacy 
Framework (Basel Il) implementation, Anti-Money Laundering/ 
Anti-Terrorism Financing (AML/ATF) activities, and 
international work on conceptual changes to accounting 
standards. In 2008, the expiry of the agreement with 
major banks related to the implementation of the internal 
ratings-based approach of the New Basel Capital Accord 
was a further contributing factor to the increase. 


The decrease in assessments on the Life industry from 
2005 to 2007 reflects the impact of consolidation among 
the major companies in this industry. The increase in 
2008 is the result of OSFI's heightened effort on more 
frequent reporting on the conglomerate institutions in this 
sector, AML/ATF activities, and capital modeling. 


During 2007 and 2008, two additional factors caused 
increases in base assessments on all industries: OSFI's 
investments in large IM/IT projects such as Business 
Intelligence for monitoring and analytics and International 
Financial Reporting Standards; and, significant shifts in 
revenue types, resulting from the rationalization of the 
user-pay regime in 2007 and a reduction in surcharge 
assessments due to the favourable economic conditions 
at that time. 
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Base Assessments by Industry 
Cumulative Growth Rates from Fiscal Year 2003 


@ DT Industry 98% P&C Industry Life Industry 


Percentage 


2006 2007 2008 


2005 
Fiscal Year 


2003 2004 


Federally Regulated Private Pension Plans 
Fees Assessed 


OSFI's costs for regulating and supervising pension plans 
are recovered from an annual fee charged to plans, based 
on the number of plan members. Plans are assessed a 
fee upon applying for registration under the Pension Benefits 
Standards Regulations, 1985 (PBSA) and upon filing their 
Annual Information Return. Total fees assessed during the 
fiscal year ended March 31, 2008, were $7.7 million, up 
from $5.4 million a year earlier. 
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The fee rate is established based on OSF’s estimate of 
current year costs to supervise pension plans, adjusted 


Fees Assessed and Expenses 


For Fiscal Years 2001-2002 to 2007-2008 


Year 

Fees Assessed B,3e, 3210 3,549 
Expenses 3,439 3,163 A OLL. 
Basic Fee Rate 11.00 10.00 11.00 


per Member? 


1 Restated from $3,439 to report fees assessed on a cash basis. 


for any excess or shortfall of fees in the preceding years, 


The estimate is then divided by the anticipated assess- 
able membership to arrive at a per member fee. The 

rate established for fiscal year 2007-2008 was $24.00 
per assessable member, an increase of $7.50 from the 
previous year. 


The excess or shortfall of fees in any particular year is 
amortized over five years in accordance with the fee 
formula set out in regulations. Prior to 2003-2004, 
accumulated surpluses had kept fee rates down: in 
2003-2004 and 2004-2005, however, OSFI incurred 
unplanned expenses related to problem pension plans 
that depleted the surplus position. Subsequent fee rates 
have been set by regulation to recover the accumulated 
shortfall and the annual cost of administering the PBSA. 
The rate established for fiscal year 2008-2009 remains 
unchanged at $24.00 per assessable member. 


Expenses 


The cost of administering the PBSA for fiscal year 
2007-2008 was $5.9 million, unchanged from the 
previous year. The growth in Human Resources costs, 
as a result of the filling of vacancies and planned 
growth in employee compensation, was offset by 
lower Professional Services and IM/IT costs. The 
Pensions Processes and Systems Renewal project, 
which commenced during 2006-2007, continued 
throughout the current year. This project is now 
structured into two distinct phases, the second of 
which Is expected to be completed during 2009-2010. 


($000, except Basic Fee Rate) 


3,444 3,846 9,402 
4919 5,442 5,879 
11.00 12.00 16.50 


2 The minimum and maximum annual assessment per plan is derived by multiplying the annual assessment by 20 and 10,000 respec- 
tively. With an annual assessment of $24.00 per member, the minimum annual assessment is $480 and the maximum is $240,000. 
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2001-2002 2002-2003 2003-2004 2004-2005 2005-2006 2006-2007 2007-2008 


7,703 
5,876 


24.00 
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International Assistance 


Expenses for International Assistance remained virtually 
unchanged from the previous year as minor increases in 
travel costs were offset by lower human resources costs 
resulting from short-term vacancies. This program is 
funded primarily by the Canadian International Development 
Agency (CIDA), from which three-quarters of the program 
costs are recovered. The balance of costs is funded by 
base assessments on federally regulated financial institutions. 


Office of the Chief Actuary 


The Office of the Chief Actuary is funded by fees charged 
for actuarial services and by an annual parliamentary 
appropriation. The increase in expenses of $0.7 million, 
or 14.4%, from the previous year is mainly attributed 

to planned growth in employee compensation, costs 
associated with the triennial review of the Canada 
Pension Plan, and a greater share of Corporate Services 
costs attributed to this program to reflect its full cost. 
This greater share was phased-in over a period of three 
years effective 2005-2006, 
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Management’s Responsibility for the Financial Statements 


Responsibility for the integrity and objectivity of the accompanying financial statements and the consistency with all 
other information contained in this annual report rests with the Office of the Superintendent of Financial Institutions’ 
(OSFI’s) management. 


These financial statements, which include amounts based on management's best estimates as determined through 
experience and judgement, have been prepared in accordance with Canadian generally accepted accounting 
principles for the private sector. Management has developed and maintained books of accounts, records, internal 
controls, management practices, and information systems designed to provide reasonable assurance that assets are 
Safeguarded and controlled, resources are managed economically and efficiently in the attainment of corporate 
objectives, and transactions are in accordance with the Financial Administration Act and regulations and with OSAI's 
policies and statutory requirements. 


=> 


OSFI's Executive Committee oversees management's preparation of the financial statements and ultimately approves 
the financial statements and related disclosures. The Audit Committee reviews and discusses with management and 
the external auditor, OSFI's audited annual financial statements and all significant accounting estimates and judge- 
ments therein and recommends to the Superintendent the approval of the audited financial statements. 


The Auditor General of Canada, the independent auditor for the Government of Canada, has audited the financial 
statements of OSFI and reports on her audit to the Minister of Finance. 


i 


Julie Dickson 


Superintendent of Financial Institutions 


Coleen Volk 


Assistant Superintendent 
Corporate Services 


Ottawa, Canada 
May 23, 2008 
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Auditor General of Canada 
Vérificatrice générale du Canada 


AUDITOR’S REPORT 


To the Minister of Finance 


| have audited the Balance Sheet of the Office of the Superintendent of Financial 
Institutions as at March 31, 2008 and the statements of operations and comprehensive 
income, accumulated deficit and cash flows for the year then ended. These financial 
statements are the responsibility of the management of the Office of the Superintendent 
of Financial Institutions. My responsibility is to express an opinion on these financial 
statements based on my audit. 


| conducted my audit in accordance with Canadian generally accepted auditing 
standards. Those standards require that | plan and perform an audit to obtain 
reasonable assurance whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements. An audit also includes assessing 
the accounting principles used and significant estimates made by management, as well 
as evaluating the overall financial statement presentation. 


In my opinion, these financial statements present fairly, in all material respects, the 
financial position of the Office of the Superintendent of Financial Institutions as at March 
31, 2008 and the results of its operations and its cash flows for the year then ended in 
accordance with Canadian generally accepted accounting principles 


Sire Se” 


Douglas G. Timmins, CA 


Assistant Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
May 23, 2008 


240 rue Sparks Street, Ottawa, Ontario KIA 0G6 
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BALANCE SHEET 
As at March 31, 2008 (in thousands of dollars) 


Note 2008 2007 

ASSETS 

Assets 

Cash Entitlement $ 36,333 $ 33,025 
Accounts Receivable 6 4 894 5,500 
Accrued Pension Plan Fees 1,398 3,225 
Accrued Base Assessments 921 926 
Capital Assets 3) ikea 13,694 
TOTAL ASSETS $ 57,017 $ 55,970 
LIABILITIES AND EQUITY OF CANADA 

Liabilities 

Accrued Salaries and Benefits $ 11,619 $ 12,950 
Accounts Payable and Accrued Liabilities 6 5,/40 Dolo 
Unearned Base Assessments Chellis Loo 
Other Unearned Revenue 638 ‘HOSS 
Employee Future Benefits 7 7,964 7,281 
Cea ISSR ia ee eee a ra pei 
Equity Of Canada 

Contributed Surplus 14 2o;o2r 28,327 
Accumulated Deficit (789) (789) 
TOTAL LIABILITIES AND EQUITY 

OF CANADA $ 57,017 $ 55,970 
Contractual Obligations and Contingencies 13 

ae 
JULIE DICKSON 


Superintendent of Financial Institutions 


The accompanying notes are an integral part of the financial statements. 
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STATEMENT OF OPERATIONS AND COMPREHENSIVE INCOME 
For the year ended March 31, 2008 (in thousands of dollars) 


Regulation and Supervision of Federally 
Regulated Financial Institutions 


Revenue 


Filing Penalties Revenue 
Filing Penalties Earned on Behalf of the Government 
Net Results 


Regulation and Supervision of Federally 
Regulated Private Pension Plans 


Revenue 
Expenses 
Net Results 


International Assistance 
Revenue 

Expenses 

Net Results 


Office of the Chief Actuary of Canada 
Revenue 

Expenses 

Net Results 


NET RESULTS OF OPERATIONS BEFORE 
GOVERNMENT FUNDING 
Government Funding 


NET RESULTS OF OPERATIONS AND 
COMPREHENSIVE INCOME 


Note 


11,12 


The accompanying notes are an integral part of the financial statements. 


2008 


$ 73,860 


409 


3/4 
(374) 
409 


2007 


$ 71,295 


= Ie 


421 


22/ 
(227) 
421 


Navigating Through Global Currents 


STATEMENT OF ACCUMULATED DEFICIT 
For the year ended March 31, 2008 (in thousands of dollars) 


ACCUMULATED DEFICIT, BEGINNING OF YEAR 


Net Results of Operations and Comprehensive Income 


ACCUMULATED DEFICIT, END OF YEAR 


The accompanying notes are an integral part of the financial statements. 


STATEMENT OF CASH FLOWS 
For the year ended March 31, 2008 (in thousands of dollars) 


Note 
CASH FLOWS FROM OPERATING ACTIVITIES 


Cash Receipts from Financial Institutions, Pension Plans 
and Other Government Departments 
Cash Paid to Suppliers and Employees 


Insurance Company Liquidations (Net) 10 


Filing Penalties Revenue 
Remitted to the Consolidated Revenue Fund e) 


Net Cash Provided by Operating Activities 


CASH FLOWS FROM INVESTING ACTIVITIES 
Acquisition of Capital Assets 6 
Net Cash Used in Investing Activities 


NET INCREASE (DECREASE) IN CASH ENTITLEMENT 


CASH ENTITLEMENT AT BEGINNING OF YEAR 
CASH ENTITLEMENT AT END OF YEAR 


The accompanying notes are an integral part of the financial statements. 
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2008 


$ 94,270 
(87,633) 


(374) 
6,263 


(2,955) 


(2,955) 


3,308 


33,025 
$36,333 


2007 


$ 85,361 
(81,682) 
1,017 
(227) 
4,469 


(5,588) 
(5,588) 


(1,119) 


34,144 
$33,025 


aS 
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1. Authority and objectives 
Mandate 


The Office of the Superintendent of Financial Institutions 
OSFI) was established by the Office of the Superintendent 
of Financial Institutions Act (OSFI Act) in 1987. Pursuant 
to the Financial Administration Act (FAA), OSFI is a depart- 
ment of the Government of Canada for the purposes of 
that Act and is listed in schedule |1 of the Act. 


n 1996, OSFI subsequently received a legislated mandate 
that clarified its objectives in the regulation and supervi- 
sion of federal financial institutions and private pension 

plans. Under the legislation, OSFI’s mandate is to: 


m Supervise federally regulated financial institutions! 
FRFIs) and private pension plans to determine 
whether they are in sound financial condition and 
meeting minimum plan funding requirements respec- 
tively, and are complying with their governing law 
and supervisory requirements: 


S 


B Promptly advise institutions and plans in the event 
here are material deficiencies and take, or require 
management, boards or plan administrators to take, 
necessary corrective measures expeditiously; 


m@ Advance and administer a regulatory framework that 
promotes the adoption of policies and procedures 
designed to control and manage risk; 


m@ Monitor and evaluate system-wide or sectoral issues 
that may impact institutions negatively. 


GP 


In meeting this mandate, OSFI contributes to publi 
confidence in the financial system. 


The Office of the Chief Actuary provides a range of 
actuarial services, under the Canada Pension Plan Act 
and the Public Pensions Reporting Actto the Canada 
Pension Plan (CPP) and some federal government 
departments, including the provision of advice in the 
form of reports tabled in Parliament. 


In addition, OSFI supports initiatives of the Canadian 
government to assist selected emerging market econo- 
mies to strengthen their regulatory and supervisory 


1 A federally regulated financial institution is any entity that has 
been created or is allowed to offer financial services pursuant 
to one of the financial institution statutes promulgated by the 
federal government and includes banks, trust and loan compa- 
nies, federally registered insurance companies, fraternal benefit 
societies, cooperative credit associations, and pension plans. 


systems. This program incorporates activities related to 
providing help to other selected countries that are building 
their supervisory and regulatory capacity. This program is 
largely funded by the Canadian International Development 
Agency, and is carried out directly by OSFI and through its 
participation in the Toronto International Leadership Centre 
for Financial Sector Supervision. 


2. Revenue and spending 
authority 


Pursuant to Section 17 of the OSFI Act, the Minister 

of Finance may spend any revenues collected under 
Sections 23 and 23.1 of the OSFI Act to defray the 
expenses associated with the operation of OSFI. The 
Act also establishes a ceiling for expenses at $40 million 
above the amount of revenue collected. 


OSFI's revenues comprise assessments, Service charges 
and fees. The expenses against which assessments may 
be charged include those in connection with the administra- 
tion of the Bank Act, the Cooperative Credit Associations 
Act, the Green Shield Canada Act, the Insurance Companies 
Act, and the /rust and Loan Companies Act. The formula 
for the calculation of assessments is included in regulations, 


The Pension Benefits Standards Act 1985 (PBSA, 1985) 
provides that fees may be charged for the registration 
and supervision of private pension plans and for the 
supervision, including inspection, of registered pension 
plans. The amount of the fees is set annually by regulation 
pursuant to Section 39 of the PBSA, 1985. 


Section 23.1 of the OSFI Act provides that the 
Superintendent may assess against a person a 
prescribed charge (“service charge”) and applicable 
disbursements for any service provided by or on behalf 
of the Superintendent for the person's benefit or the 
benefit of a group of persons of which the person is a 
member. “Person” includes individuals, corporations, 
funds, unincorporated associations, Her Majesty in Right 
of Canada or of a province, and a foreign government. 

he service charges are detailed in the regulations. 


ovided annual appropriations to support the operations 
the Office of the Chief Actuary. 


; 
Pursuant to Section 16 of the OSFI Act, Parliament has 
p 
0 
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3. Change in accounting 
policies 
a) Adoption of new accounting standards 


On April 1, 2007, OSFI adopted the following new 
Canadian Institute of Chartered Accountants (CICA) 
Handbook Sections 1530, “Comprehensive Income”: 
3251, “Equity’, 3855, “Financial Instruments — Recognition 
and Measurement’, and 3861, “Financial Instruments — 
Disclosure and Presentation’. These sections provide 
standards for recognition, measurement, disclosure and 
presentation of other comprehensive income, equity, 
financial assets, financial liabilities, derivatives and non- 
financial derivatives. These standards require retrospective 
application without prior period restatement with any 
transitional adjustments being recorded in opening 
accumulated deficit, and as a result comparative financial 
statements have not been restated. As at April 1, 2007, 
no transitional adjustments had been made to the 
opening balance of OSFI’s accumulated deficit arising 
from the adoption of these new sections. The principal 
changes in the accounting resulting from the adoption 
of these new standards are described below. 


section 3855 — “Financial Instruments — Recognition 
and Measurement’, establishes the criteria for recogni- 
tion, derecognition, measurement, and classification of 
financial instruments. Under the new standard, all financial 
instruments are classified into one of the following catego- 
ries: financial assets as held for trading, held-to-maturity, 
available-for-sale, or as loans and receivables, and 
financial liabilities as held for trading, or as other financial 
iabilities. In accordance with the transitional provisions 
upon initial recognition, financial assets and financial 
abilities are required to be measured at their fair value. 
Subsequent measurement and changes in fair value will 
depend on their initial classification or designation which 
depends on the purpose for which the financial instruments 
were acquired and their characteristics. Except in very 
limited circumstances, the classification is not changed 
subsequent to initial recognition. Held for trading financial 
instruments are subsequently measured at fair value and 
all gains and losses are recognized in net results in the 
period in which they arise. Available-for-sale financial 
instruments are subsequently measured at fair value with 
revaluation gains and losses included in other compre- 
hensive income until the instrument is derecognized or 
impaired at which time the amounts would be 
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Future accounting changes 
December 1, 2006, the CICA issued three new 


accounting standards: Handbook Section 1535 “Capital 
Disclosures’: Handbook Section 3862 “Financial 


Instruments — Disclosures’; Handbook Section 


3863 


“Financial Instruments — Presentation’. These standards 
are effective for OSFI’s reporting period beginning on 
April 1, 2008. Section 1535 specifies the disclosure 

of (i) an entity's objectives, policies and processes for 
managing capital; (ii) quantitative data about what the 


entity regards as capital; (iii) whether the entity has 
complied with any capital requirements; and (iv) if it has 
not complied, the consequences of such non-compliance. 
The new Handbook Sections 3862 and 3863 replace 
Handbook Section 3861 “Financial Instruments — Disclosure 
and Presentation’, revising and enhancing its disclosure 
requirements, and carrying forward unchanged its 
presentation requirements. These new sections place 
increased emphasis on disclosures about the nature and 
extent of risks arising from financial instruments and how 
the entity manages those risks. 


OFSI is currently assessing the impacts of these standards 
on the financial statements. 


4, Significant accounting policies 
a) Basis of presentation 


The financial statements of OSFI have been prepared in 
accordance with Canadian generally accepted account- 
ing principles for the private sector. 


b) Revenue recognition 


OSFI matches its revenue to its operating costs. Any 
amounts that have been billed and for which costs have 
not been incurred are classified as unearned revenue on 
the balance sheet. Revenue is recorded in the account- 
ing period in which tt is earned whether or not it has 
been billed or collected. At March 31 of each year, 
amounts may have been collected in advance of the 
incurrence of costs or, alternatively, amounts may be 
owed to OSFI. 


Base assessments are billed annually based on an 
estimate of the current fiscal year's operating costs (an 
interim assessment) together with a final accounting of 
the previous year’s assessment for actual costs incurred. 
Assessments are calculated prior to December 31 of 
each year, in accordance with Section 23(1) of the 
OSFI Act and the Assessment of Financial Institutions 
Regulations, 2007. 


Cost-recovered services represent revenue earned 
from services provided in accordance with the terms 
and conditions set out in specific Memoranda of 
Understanding. 


Pension plan fees are earned from registered pension 
plans. Fee rates are set annually by regulation based on 
budgeted expenses, forecast pension plan membership 
and actual results from previous years. Pension plan fees 
are charged in accordance with the Pension Benefits 


Standards Regulations, 1985. 


User fees and charges include revenue earned 
pursuant to the Charges for Services Provided by the 
Office of the Superintendent of Financial Institutions 
Regulations 2002 - as amended from time to time - in 
respect of legislative approvals and approvals for supervi- 
sory purposes, and surcharges assessed to federally 
regulated financial institutions assigned a “stage” rating 
pursuant to the Guide to Intervention for Federal Financial 
Institutions. Assessment surcharges are charged in 
accordance with the Assessment of Financial Institutions 
Regulations, 2007. 


Filing penalties are penalties levied quarterly to 
financial institutions when they submit late and/or erroneous 
financial and corporate returns due to OSFI during the 
preceding calendar quarter. Penalties levied are not 
available to reduce the net costs that OSFI assesses the 
industry (i.e., they are non-respendable) and are remitted 
to the Consolidated Revenue Fund. Filing penalties are 
charged in accordance with the Administratve Monetary 
Penalties (OSA) Regulations. 


c) Cash entitlement 


OSFI does not have its own bank account. The financial 
transactions of OSFI are processed through the Consolidated 
Revenue Fund (CRF) of Canada. OSFI's cash entitlement 
represents the amount OSFI is entitled to withdraw from 
the CRF without further authority. This amount does not 
earn interest. 


d) Capital assets 


Capital assets are recorded at historical cost less accumu- 
lated amortization. Amortization is recorded using the 
Straight-line method over the estimated useful lives of 
the assets as follows: 


Assets Useful Life 
Leasehold Improvements Remaining life 
of the lease 
Furniture and Fixtures 7 years 
Office Equipment 4 years 
nformatics Hardware 3 years 
nformatics Infrastructure (Networks) 3 years 
nformatics Software 5 years 


S) 


Amortization of Informatics Software under Development 
commences in the month in which the capital asset is 
put into service. 
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e) Employee future benefits 
(i) Pension benefits 


OSFI’s eligible employees participate in the Public 
Service Pension Plan administered by the Government 
of Canada. Supplementary retirement benefits may also 
be provided in accordance with the Special Retirement 
Arrangements Act. Pension benefits accrue on pension- 
able service at a rate of 2 per cent per year up to a 
maximum period of 35 years, times the average of the 
best five consecutive years of earnings. The benefits are 
integrated with the Canada/Québec Pension Plan 
benefits and they are indexed to inflation. 


Both the employees and OSFI contribute to the cost of 
the Plan. OSFI’s responsibility with regard to the Plan is 
limited to its contributions. Actuarial liabilities are recog- 
nized in the financial statements of the Government of 
Canada, as the Plan’s sponsor. 


(ii) Severance benefits 


On termination of employment, employees are entitled 
to certain benefits provided for under their conditions of 
employment through a severance benefits plan. The cost 
of these benefits is accrued as the employees render their 
services necessary to earn severance benefits and 
represents the only obligation of OSFI for severance benefits. 


The cost of benefits is actuarially determined as at 
March 31 of each year using the projected benefit 
method prorated on services. The valuation of the 
lability is based upon a current market discount rate 
and other actuarial assumptions, which represent 
management's best long-term estimates of factors such 
as future wage increases and employee resignation 
rates. The excess of any net actuarial gain (loss) over 
10% of the benefit obligation is amortized over the 
average remaining service period of active employees. 


(iii) Other future benefits 


The federal government sponsors a variety of othe 
future benefit plans from which employees and former 
employees may benefit during employment or upon 
retirement. The Public Service Health Care Plan and the 
Pensioners’ Dental Service Plan are the two major plans 
available to OSFI employees and retirees. OSFI's responsibility 
with regard to these two plans is limited to its contributions. 
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f) Specified purpose account for insurance 
company liquidations 


OSFI has an interest-bearing, specified purpose account 
(note 10) within the Consolidated Revenue Fund fo 
insurance company liquidations. Prior to amendments to 
the Winaing-up and Restructuring Act, OSFI acted as 
liquidator of failed insurance companies when appointed 
by Court Order. Under these circumstances, the Superin- 
tendent hired agents to carry out the liquidation work in 
each case. Section 23.3 of the Winding-Up and Rest- 
ructuring Act, which came into force in 1996, establishe 
that the Superintendent can no longer be appointed as 
iquidator of a failed institution, 


—< 


eo: 


n its capacity as liquidator, OSFI pays, on behalf of the 
emaining active institutions, all expenses related to the 
iquidation, and then recovers these costs from active 
institutions pursuant to the /nsurance Companies Act. 
Where liquidated companies distribute assets to the 
Superintendent, these assets are distributed back to the 
remaining active institutions that paid the costs of liquidation. 
Accordingly, the revenues and expenses, recoveries and 
distridutions related to this account are not included in 
the Statement of Operations and Comprehensive Income. 


Ss 


g) Use of estimates 


These financial statements are prepared in accordance 
with Canadian generally accepted accounting principles, 
which require that OSFI management makes estimates 
and assumptions that affect the amounts reported in 
these financial statements. Liabilities related to human 
resources, employee future benefits, and the useful lives 
of capital assets are the most significant items for which 
estimates are used. Actual results could significantly 
differ from those estimates. 


h) Contingencies 


Where it is likely that a contingency existing at the financial 
statement date will result in a loss, OSFI accrues its financial 
effects to the extent that the amount of the loss is known or 
can be reasonably estimated. 
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5. Capital assets 


Opening Additions Closing Opening Amortization Closing 
Balance — 


($ thousands) 
Categories Balance 
Leasehold 

Improvements $ 5,417 
Furniture and 

Fixtures 3,997 
Office Equipment 348 
nformatics 

Hardware 1,991 
nformatics 

nfrastructure 2,185 
nformatics 

Software VOLO 
nformatics 

Software under 

Development 
Total $25,248 


Gross Book Values 


Accumulated Amortization 


(net) Balance Balance Expense (net) 
€ 50) $ 5467) $ 1272 $ 616 
49 4046 1785 475 
36 384 202 oS 
617 2,608 oot 450 
236 2,421 1,644 341 
1092 F 12,702. oy All 841 
ares) 0/9 ; : 
$2,955 $28,203 $11,554 $2,778 


6. Related party transactions 


OSFI is related, in terms of common ownership, to all 
Government of Canada departments, agencies and 
Crown corporations. OSFI enters into 
hese entities in the normal course of 
normal trade terms. These transactions are measured at 
the exchanged amount, which is the amount of consid- 


ransactions with 
business and on 


eration established and agreed to by the related parties. 


($ thousands) 
2008 Accounts Receivable 

Accounts Payable and Accrued Liabilities 
2007 Accounts Receivable 

Accounts Payable and Accrued Liabilities 


$ 1,888 


2,260 
307 | 


1,841. 
1,985 | 


6,051 || 


$14,332 


Net Book Values 
2008 He 
| $3579 $ 4145 
| 186 2212 
77 96 
767 600 
436 541 
6,651 6,100 
1 575 - 
$13,871 $13,694 


OSFI recorded expenses of $18,643 thousand (2007: 
$19,268 thousand) and revenue of $7,206 thousand 


(2007: $7,795 thousand) from transactions with 
government departments during the year. 


As at March 31, accounts receivab 
ies and unre 


other government entit 
were as follows: 


Related Parties External Parties 


$126 


$ 


other 


e and payable with 


ated external parties 
Total 
4768 $ 4894 
5,050 5,/40 
Shot 5,000 
3 50 5,815 
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7. Employee future benefits 
a) Pension benefits 


OSFI and all eligible employees contribute to the Public 
Service Pension Plan. This pension plan provides benefits 
based on years of service and average earnings at retirement. 
The benefits are fully indexed to the increase in the Consumer 
Price Index. The estimated employer contributions to the 
Public Service Pension Plan during the year were $5,967 
thousand (2007: $5,442 thousand). 


($ thousands) 
Accrued Benefit Obligation, beginning of year 


Current service cost 
Interest cost 
Benefits paid 
Actuarial (gain)/loss 
“Accrued Benefit Obligation, end of year’ 
Unamortized Net Actuarial Loss 


Accrued Benefit Liability 


Net Benefit Plan Expense 
Current service cost 
Interest cost 

Benefit Expense 


As required under present legislation, the contributions 
made by OSFI to the Plan are 2.02 times the employ- 
ees’ contribution on amounts of salaries of $130,700 
or less and 7.3 times the employees’ contribution on 
amounts of salaries in excess of $130,700. 


b) Severance benefits 


Information about OSFI’s severance benefit plan is 
presented in the table below. 


2008 2007 
$ 7,661 $ 7,681 
683 649 

333 325 
(333) (733) 
285 (261) 
8,629 7,661 
(665) (380) 

$ 7,964 $ 7,281 
683 649 

333 325 

$ 1,016 $ 974 


1 The cost corresponding to annual changes in the accrued benefit liability is recovered from OSFI’s various sources of revenue outlined 
in Note 4 to the financial statements. Amounts collected in excess of benefits paid are presented on the Balance Sheet under the 


heading of Cash Entitlement. 
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The significant actuarial assumption adopted in measur- 
ing OSFI’s accrued benefit obligation is a discount rate 
of 4.25% (2007: 4.25%). For measurement purposes, 
management's best estimate for the general salary 
increases to estimate the current service cost and the 
accrued benefit obligation as at March 31, 2008 Is an 
annual economic increase of 2.5% for the plan years 
2009 and 2010 inclusively (2007: 2.0% for the plan 
year 2008). Thereafter, an annual economic increase of 
2.0% is assumed (2007: 2.0%). The average remaining 
service period of active employees covered by the 
benefit plan is 12 years (2007: 12 years), 


($ thousands) 

Opening Balance 

Recoveries deposited 

Interest earned 

Distrioution of assets from liquidated estates 
Closing Balance 


Remaining insurance company liquidations under 
control of the Superintendent 


8. Government funding 


OSFI receives an annual parliamentary appropriation 
pursuant to Section 16 of the OSFI Act to support its 
mandate relating to the Office of the Chief Actuary. In 
this fiscal year, OSFI was granted $873 thousand 
(2007: $768 thousand). 


9. Filing penalties 


Filing penalties levied by OSFI are remitted to the Consolidated 
Revenue Fund. The funds are not available for use by 
OSFI and are not included in the balance of the Cash 
Entitlement. As a result, the penalties do not reduce the 
amount that OSFI assesses the industry in respect of its 
operating costs. 


During 2007-2008, OSFI levied $374 thousand (2007: 
$227 thousand) in late and erroneous filing penalties. 


10. Specified purpose account for 
insurance company liquidations 
The following activity occurred in this account: 


2008 2007 

$ 5 $4017 
30 

1 38 

(36) (1,055) 

$ : $ - 

S) 6 
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11. Segmented information 


Revenue by Business Activity 


($ thousands) 2008 


Cost- 
Base Recovered Pension 
Assessments Services Plan Fees 


Regulation and 
Supervision 

of Federally 
Regulated 
Financial 


Regulation and 
Supervision 
of Federally 
Regulated Private 

Pension Plans 95,876 
International 
Assistance 1,566 
Office of the Chief 

Actuary A317 


2007 


User Cost- User 
Fees and Base Recovered Pension Fees and 
Charges TOTAL | Assessments Services Plan Fees Charges TOTAL 


Institutions $ 67,807 | $3,273 | $ -| $ 2,780 $73,860 | $63,890 $ 4,357 $ - $ 3,048 | $71,295 


5,876 9,875 9,875 


1,566 1,568 1,568 


21 4,338 3,643 144 3,187 


TOTAL REVENUE $ 67,807 $9,156 $ 5,876 $ 2,801 $85,640 $63,890 $9,568 $5,875 $ 3,192 $82,525 


Expenses by Business Activity 


($ thousands) 


Regulation and Supervision of Federally Regulated 
Financial Institutions 


Risk Assessment and Intervention 
Rule Making 

Approvals 

Total 


Regulation and Supervision of Federally Regulated 
Private Pension Plans 


International Assistance 


Office of the Chief Actuary 
Canada Pension Plan and Old Age Security 
Public Pension Plans 
Canada Student Loans Program 
Total 
TOTAL EXPENSES 
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2008 2007 

$ 51,630 $ 49,440 
14,421 14,448 
7,400 6,986 
73,451 70,874 
5,876 5,875 
1,975 1,989 
1,887 1,488 
2,620 2,457 
704 610 
5,211 4,555 

$ 86,513 $ 83,293 
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12. Revenue and expenses by major classification 
For the year ended March 31 


($ thousands) 2008 2007 2006 2005 
Revenue 

Base Assessments $ 67807! $ 63890! $ 60878; 3$ 60171 
Cost-Recovered Services 9,156 9,568 8,624 7,629 
Pension Plan Fees 5,876 9,875 9,442 4 867 
User Fees and Charges 2,801 3,192 S222 5,943 
Total Revenue Earned from 

Respendable Sources 85,640 82,525 80,166 78,610 
Expenses 

Human Resources 63,010 98,632 90,204 97,448 
Information Management/Technology 7,605 9,546 10,418 7,972 
Facilities 6,470 6,615 6,247 5,/89 
Travel 3,487 Shell 3,338 2,998 
Administration 3,098 2,/50 2028 ZONZ 
Professional Development 1,424 1,461 ‘L3o4 1,062 
Professional Services 1,419 978 1,495 1,058 
Total Expenses 86,513 83,293 80,921 79,334 


Net Results of Operations before 
Non-Respendable Filing Penalties 


Revenue and Government Funding (873) (768) (755) (724) 
Government Funding 873 768 (05 724 
Filing Penalties Revenue 374 2ct 805 5 618) 


Filing Penalties Earned on Behalf of 
Government (374) (227) (805) (365) 


Net Results of Operations and 
Comprehensive Income $ - $§ = § > : 


Average Number of Employees 459 446 434 453 


2004 


$ 58,166 
7,140 
4322 
6,762 


76,390 


95,801 
8,129 
5,109 
2,860 
2,444 
1,254 
1,683 

77,280 


(890) 


890 


211 


(211) 


466 
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13. Contractual obligations and 
contingencies 
a) Contractual obligations 


OSFI has entered into lease agreements for office space 
and office equipment in four locations across Canada. 
The minimum aggregate annual payments for future fiscal 
years are as follows: 


($ thousands) 

2008-2009 $4,707 
2009-2010 2,472 
2010-2011 2,200 
2011-2012 2075 
2012-2013 2,066 


$13,570 


b) Contingencies 


In its normal course of operations, OSFI is involved in 
claims and litigation for which provisions have been 
made to the extent determinable, in accordance with 
accounting policy note 4 h). 
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14. Contributed Surplus 


OSFI was established on July 2, 1987 by the OSFI Act. 
OSFI was created through the merger of its two predeces- 
sor agencies — the Department of Insurance and the 
Office of the Inspector General of Banks. To help fund 
OSFI's first year of operations and establish a pool of 
working capital necessary to support its annual assess- 
ment and expenditure cycle, OSFI was credited with the 
assessments that recovered the costs of its predeces- 
sors for the previous fiscal year. This amount is reflected 
as contributed surplus. 


15. Comparative figures 


Certain 2007 comparative figures have been reclassified 
to conform to the presentation adopted in 2008. 
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Appendix 1 


Financial Institutions and Pension Plans Regulated by OSFI 


Banks 

Domestic 

Foreign Bank Subsidiaries 
Foreign Bank Branches 

Trust and Loan Companies 
Bank-owned 

Other 

Cooperative Credit Associations 
Cooperative Retail Association 
Life Insurance Companies 
Canadian-incorporated 

Foreign Branches 

Fraternal Benefit Societies 
Canadian-incorporated 


Foreign Branches 


Property and Casualty Insurance Companies 


Canadian-incorporated 


Foreign Branches 
Pension Plans 


Number! Assets* ° 
($ Millions) 

20 2,596,712 
24 139,523 
29 79,191 

31 243,163 
39 23,292 

7 17,877 

1 eto 

46 456,440 
48 17/5 
10 5,809 

8 ies 

96 78,256 
100 30,873 
1,350 131105 


1 Number of regulated companies as at March 31, 2008. Includes institutions in the process of liquidation or termination and institutions 
limited to servicing existing business. A list of institutions regulated by OSFI can be found on OSFI's Web site under “Who We Regulate”. 

2 As at January 31 or March 31, 2008 (depending on fiscal year-end) where available, otherwise December 31, 2007. 

3 Total assets of the industries regulated by OSFI are not the simple sum of the above-noted figures. The figures for entities that report 
on a consolidated basis include subsidiaries whose assets may also be included in a different category. 
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Appendix 2 


Asset Breakdown' of Pension Plans Regulated by OSFI 
As at March 31, 2008, with comparative figures for the year ended March 31, 2007 


Cash 


Debt Securities 

Short Term Notes, Other Term Deposits 
Government Bonds 

Corporate Bonds 

Mutual Funds - Bonds, Cash Equivalent & Mortgage 
Mortgage Loans 

General Fund of an Insurer 

Total Debt Securities 


Equity 

shares in Investment, Real Estate or Resource 
Corporation 

Common and Preferred Shares 

Stock Mutual Funds 

Real Estate Mutual Funds 

Real Estate 

Total Equity 


Diversified and Other Investments 
Balanced Mutual Funds 

segregated Funds 

Miscellaneous Investments 

Total Diversified and Other Investments 


Other Accounts Receivables (net of liabilities) 


TOTAL NET ASSETS 


331 


OOS 
26,702 
8,713 
9,244 
969 
26 
01,268 


6,185 


46,938 
12,448 
802 
Zon 
69,010 


6,146 
Zoe 
218 
11,051 


105 


131,765 


2008 
0.3% 


42% 
20.3% 
6.6% 
7.0% 
0.7% 
0.1% 
38.9% 


47% 


35.6% 
9.4% 
0.6% 
2.1% 

52.9% 


A7% 
1.9% 
1.8% 
8.3% 


0.1% 


100.0% 


402 


4619 
21,244 
VAISS 
TNS 
986 
131 
48,048 


6,646 


01,415 
14,274 
479 
1,610 
74,420 


3,148 
1,858 
ios 
6,553 


157 


129,580 


2007 
0.3% 


3.6% 
21.0% 
9.5% 
6.1% 
0.8% 
0.1% 
37.1% 


5.1% 


39.7% 
11.0% 
0.4% 
1.3% 
57.5% 


24% 
14% 
1.2% 
5.0% 


0.1% 


100.0% 


1 Represents asset distribution as reported in the financial statements of pension plans whose year-end falls between January 1 and 


December 31 of respective years. 
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How to Reach OSFI 


OSFI welcomes questions about its role and responsibilities as well as enquiries related to federally regulated pension 
plans. Several methods are available to communicate with us. 


Toll-free Information Service 


OSFI operates a toll-free information service from 8:30 a.m. to 6:00 p.m. Eastern Time, Monday through Friday. 
lt can be reached by calling 1 800 385-8647 or 613-943-3950 for local (Ottawa-Gatineau) calls. 
E-mail: extcomm @osfi-bsif.gc.ca. 


Internet 


OSFI’s Web site address is www.osfi-bsif.gc.ca. The site provides timely access to a wide variety of OSFI informa- 
tion and documents, including speeches, news releases, guidelines, legislation, policy statements, bulletins, financial 
information and a listing of all financial institutions and pension plans regulated by OSFI. 


Publications 


OSFI publications are generally available on our Web site (www.osfi-bsif.gc.ca) or by contacting: 


Publications Distribution 


Office of the Superintendent of 


12th Floor, 255 Albert Street 
Ottawa ON K1A OH2 
Telephone: 613-990-7655 
Facsimile: 613-952-8219 

E-mail: pub @osfi-bsif.gc.ca 


OSFI Offices 


Ottawa Head Office 

205 Albert Street 

16" floor 

Ottawa ON K1A OH2 
Telephone: 613-990-7788 
Facsimile: 613-952-8219 


Toronto 

P.O. Box 39 

121 King Street West 
Toronto ON M5H 3T9 
Telephone: 416-973-6662 
Facsimile: 416-973-7021 


Financial Institutions 


Montréal 


200 
Suite 


Facs 


ont 
Telephone: 514-283-4836 


Rene-Levesque Boulevard West 
903 
€al QC H2Z 1X4 


imile: 514-496-1726 


Vancouver 
PO. Box 11 


1095 West Pender Street 
Vancouver BC V6E 2M6 
Telephone: 604-666-5335 
Facsimile: 604-666-6717 
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OSFI at a Glance 


OSFI was established in 1987 to contribute to public confidence in the Canadian financial system. 
It is an independent agency of the Government of Canada and reports to the Minister of Finance. 


OSFI supervises and regulates 450 banks and insurers, and some 1,380 federally registered private 
pension plans. As at March 31, 2009, these organizations managed a total of $4,140 billion of assets. 


The Office of the Chief Actuary, which is an independent unit within OSFI, provides actuarial 
services for the Canada Pension Plan, the Old Age Security program, the Canada Student Loans 
Program and other public sector pension and benefit plans. 


OSFI recovers all of its costs. OSFI is funded mainly through asset-based, premium-based or 
membership-based assessments on the financial services industry and a user-pay program for selected 
services. A small portion of OSFI’s revenue is derived from the Government of Canada for actuarial 
services relating to various public sector pension and benefit plans. 


The International Advisory Group within OSFI assists selected emerging market economies 

in enhancing their supervisory system, through training programs or hands-on technical advice. 
Funding for OSFI’s international assistance program is provided by the Canadian International 
Development Agency. 


OSFI employs some 500 people in offices located in Ottawa, Montréal, Toronto and Vancouver. 


Office of the Superintendent of Financial Institutions Canada 
255 Albert Street, 16" floor, Ottawa, ON K1A 0H2 
Telephone: 613-990-7788 Facsimile: 613-952-8219 

Toll-free line: 1-800-385-8647 Web site: www.osfi-bsif.gc.ca 
Cat. No. IN1-2009 ISBN 978-1-100-50042-3 

© Minister of Public Works and Government Services 
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Julie Dickson Superintendent of Financial Institutions 


The theme of this year’s Annual Report — Prudential 
Regulation in Challenging Times — is less a theme than 
it is a statement of fact. The turmoil in financial systems 
around the world and the challenges faced by regulators, 
OSFI included, are myriad. 


The first wave — global financial market turmoil — 
began in August 2007 and banks around the world 
were hit hard. The Canadian banking system entered 
this period well prepared, with high levels of quality 
capital and prudent leverage ratios, which have enabled 
it to weather the challenges better than many of its 
global counterparts. 


The second wave — a serious economic downturn — hit the following year, while financial market 
turmoil was ongoing, again having a negative impact on financial institutions throughout the world. 


Indeed, all sectors that OSFI oversees faced severe challenges in 2008-2009. Plunging stock markets, 
low interest rates, a recession, and other factors affected banks, life insurance companies, property and 
casualty insurance companies and private pension plans. At such times, the benefits of strong prudential 
regulation and supervision, and strong risk management at financial institutions and pension plans, can 
be seen. 


Because the Canadian financial system withstood the first wave — global financial market turmoil — 
better than many systems, OSFI has received a lot more attention than we normally do, and fielded 
many questions as to why Canada has faired relatively well. Our answer has been that the strength 

of the Canadian system is due to Canada’s overall policy framework, the quality of OSFI’s supervision 
and regulation, cooperation and communication among Financial Institutions Supervisory Committee 
(FISC) partners (OSFI, the Bank of Canada, the Canada Deposit Insurance Corporation, the Financial 
Consumer Agency of Canada and the Department of Finance) and the risk management skills of 
Canada’s financial institutions. The contributions of all the players in the system have led to Canada’s 
success to date. 


PRUDENTIAL REGULATION IN CHALLENGING TIMES 


Another element that played a role in Canada’s 
success is OSFI’s clear mandate and account- 
ability, which drives all of our activities and 
requires a focus on solvency. Focus and specializa- 
tion (i.e, OSFI’s mandate does not include 
monetary policy, market conduct, or consumer 
protection) bring benefits, especially the more 
complex an industry becomes. While recognizing 
that failures can occur, the OSFI mandate clearly 
emphasizes early intervention and the need to act 
expeditiously to reduce the risk of failure. The 
spring 2009 G-20 report recommended that the 
mandates of regulators and central banks and 
others take account of financial system stability. 
Further, as noted by the G-20, a system-wide view 
or macro-prudential overlay is a supplement to 
sound micro-prudential regulation — not a 
replacement. Taking account of financial stability 
is a natural evolution of the current OSFI man- 
date, since a stable system cannot exist in the face 
of weak banks or weak regulation and supervision. 


Throughout 2008-2009, OSFI worked actively 
internationally with other members of the Basel 
Committee on Banking Supervision (BCBS) and 
the international Senior Supervisors Group. We 
also participated in meetings of the Financial 
Stability Board (formerly known as the Financial 
Stability Forum) and the International Association 
of Insurance Supervisors. These forums are 
important, and in 2008-2009, they also repre- 
sented a way to enhance communication with 
international peers on the day-to-day challenges 
that arose as the global banking system faced 
considerable stress. Areas under review in these 
international forums include the need to develop 
a better capital framework, the need for enhanced 
oversight over liquidity, the need to review 
incentives and compensation systems to ensure 
they will not reward unacceptable levels of risk 
taking, and the need to shine more light onto 
unregulated parts of the financial system. 


As part of our pro-active approach, we initiated 
annual risk management seminars for Chief 
Risk Officers of various industry segments to 
communicate our expectations, share best 
practices and developments, discuss lessons 


learned and provide additional opportunity for 
dialogue with OSFI supervisors and regulators. We 
also increased the number of OSFI staff with special 
knowledge of credit, market and operational risks, 
and will continue to recruit and reassign staff to 
fill any identified gaps. Finally, we continued our 
practice of holding supervisory colleges. The first 
Financial Stability Board-sanctioned college took 
place in Toronto in February 2009, with a number 
of key global supervisors of the Royal Bank. These 
colleges, which OSFI began holding in 2005, 
provide an opportunity for information sharing 
between some of Canada’s major banks and the 
host regulators of countries in which those banks 
do business. — 


Risk and uncertainty continue and the recession 
is expected to have a significant impact on the 
institutions and pension plans we oversee. There 
can be no resting on laurels. At OSFI we will 
continue our rigourous oversight and our partici- 
pation in international discussions, and we will 
continue to invest in our employees. 


During the past year, the OSFI executive team 
welcomed Gary Walker to the position of 
Assistant Superintendent, Corporate Services. 
Gary has been with OSFI since 2002 and in his 
new role is working to ensure we have the 
resources in place to fulfill our mandate. Because 
OSFI strives to ensure a balance of industry and 
public sector experience, we were pleased to 
welcome several respected individuals from the 
private sector to our senior management team in 
the past year. While OSFI’s mandate, philosophy 
and independence are key elements in how we 
fulfill our role, our success would not be possible 
without OSFI’s greatest resource: its people. This 
past year has called for unprecedented levels of 
dedication from all parts of our organization, and 
I would like to express my appreciation for all 
their efforts. 
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By ea 


Julie Dickson 
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Performance against Priorities. 


2008-2009 


OSFI’s role is to contribute to the safety and soundness of the Canadian financial system, while allowing 
federally regulated financial institutions and private pension plans to compete effectively and take 
reasonable risks. We balance competitiveness with prudence, international rules with Canadian 
market realities, and efficiency with thoroughness. This approach guided our performance during 
the challenging economic conditions of 2008-2009. 


Last year’s Annual Report listed eight priorities to achieve OSFI’s strategic outcomes for 2008-2009. 
This section reports major accomplishments under each of the priorities. OSFI achieved its goals for 
the reporting year and continues to work on these multi-year priorities. More details are available in 
various chapters of the report. 


é der ly regulated 


STEPS TAKEN 


Emerging Risk Committee met weekly to discuss market developments and identify emerging 
issues for targeted work. 


Introduced annual Risk Management sessions with various industry segments to reinforce the 
need for strong risk management and to share lessons learned. 


Completed comparative reviews of key risk areas: U.S. commercial real estate, liquidity risk 
management, structural interest rate risk in the banking book, securitization, and banks’ 
internal capital adequacy assessment processes. 


Through hiring and reorganization, increased resources allocated to higher risk institutions 
and products, and to the supervision of insurance conglomerates. 


Delivered focused training on structured products, liquidity management and trading operations 
to relevant employees to better prepare them to identify emerging risks. 


Held Appointed Actuaries Forum to review strengths and weaknesses of dynamic capital adequacy 
testing (DCAT) reports. 
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PRIORITY B 
Participate in interna 
and work with Financial 
in Canada. 


STEPS TAKEN 


Continued participation in international discussions with the Financial Stability Board (FSB — 
formerly the Financial Stability Forum), the International Association of Insurance Supervisors 
and other organizations. 


rating agencies by regulators and a study of off-balance sheet vehicles to gain insight into the degree 
of risk transfer or capital relief achieved by such vehicles. 


Worked actively with other Basel Committee on Banking Supervision (BCBS) members to assess 
the drivers of the crisis in financial markets, and to develop and issue new rules for sound risk 
management and capital regulation (liquidity risk management, stress testing, economic capital 
modelling, and revisions to Basel II). 


comment on key accounting standard setting initiatives, including: consolidated financial 
statements, financial statement presentation, reducing complexity on financial instruments 
accounting, and improving disclosures about financial instruments. 


Worked on developing “lessons learned” from the recent market events with the international Senior 
Supervisors Group, which published the report, Observations on Management of Recent Credit Default 
Swap Credit Events. 


Hosted a College of Supervisors for key foreign regulators of one of the major financial institutions 
(first college based on FSB recommendations). 


Continued work with the Financial Institutions Supervisory Committee (FISC) and enhanced 
quarterly reporting to FISC partners. 


\ The Joint Forum — established in 1996 by the Basel Committee on Banking Supervision, the International Organization 
of Securities Commissions and the International Association of Insurance Supervisors — works to achieve consistency of 
supervisory approaches on issues of common interest across financial sectors and national borders. 
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-PRIORITYC | | | 

_ Prepare for the move to International Financial Reporting Standards (IFRS) in 2011, by 

determining the implications for OSFI, assessing policy requirements and addressing data 
collection and reporting. (NOTE: This priority includes looking externally at the impact on 

_ FRFIs and internally at the impact on OSFI’s own financial reporting.) 


STEPS TAKEN 


Developed, approved and implemented Project Charter for IFRS Governance. 


Completed policy analysis of key differences of concern between IFRS and Canadian GAAP 
for 20 IFRS standards having an impact on FRFIs. 


Made substantial progress in developing implementation options and preliminary recommendations 
for FRFIs in four key policy areas. 


Held IFRS forums for deposit-taking institutions, property and casualty insurers and life insurers, 
and education sessions for OSFI project team members. 


Implemented semi-annual IFRS Progress Reporting for FRFIs and analyzed initial reports. 


Completed work on Accounting Standards Impact Analysis for OSFI. 


Completed high-level business and systems impact analyses for OSFI. 


2 CUT nil 1um Cont uing Capital and Surplus Requirements (MCCSRI, by developing 
and agreeing on a capital framework for life insurance companies over the next four years. 


STEPS TAKEN 


Issued a draft capital framework and a market risk paper for standardized approach, both developed 
in conjunction with Assuris and the Autorité des marchés financiers. Continued to work with these 
stakeholders to develop a credit risk consultation paper. 


Continued to work with the life insurance industry through the MCCSR Advisory Committee 
(MAC) to develop and incorporate more advanced risk measurement techniques into the MCCSR. 


Made a number of revisions to the MCCSR Guideline for life insurance companies, most significantly 
to the capital requirements for segregated funds guarantees and the treatment of negative reserves, 
mortality, and foreign exchange requirements. 
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PRIORITY E 


STEPS TAKEN 
FSAP 


Increased the number of supervisory ate eel ee ith ee bacletee a Bate ene 
and operational risks by hiring additional employees with current t industry experience. 


Priorities A and B above cover the Ue oe Lance eae Hoon the stresses in the 
global environment. 


Completed a Patt ya ph project to eae anew ne assessment easels pete ee. pensions, ies 
reflected FSAP’s recommendation that OSFI’s supervision of pension plans focus on inherent risks, 
the adequacy of controls and risk management. 


FATF 


Worked with a number of bie Se on evaluating Cipade s anti-money uecnne 
anti-terrorism financing (AML/ATF) regime in light of the FATF Mutual Evaluation Report. 


Accelerated the issuance a a Le and Dene Gudanee on ean and Dee 
Money Laundering and Terrorist Financing in December 2008 to meet a FATF follow-up deadline. 


Continued to play an active Pe in ae Wace & the FATE. 
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PRIORITY F 


| Seplementeton phase i oe Basel i Capital Accord, by monitoring Basel II 
_ systems and ie parks Capital adequacy assessment processes and Joel policies. 


STEPS TAKEN 


Developed a monitoring framework and tracked the performance of risk rating systems for banks 
using the Internal Ratings Based (IRB) approach. 


Conducted cross-system supervisory reviews at IRB banks to assess ongoing adherence to Pillar 1 
minimum requirements. 


Desened and implemented the interim IRB ode modification framework to guide the supervisory 
review and sR of modifications to IRB risk rating systems. 


eee cross-system reviews of een Capital Adequacy Assessment Process (ICAAP) at IRB 
banks and related risk measurement techniques, given the evolving nature of Pillar 2 and economic 
capital practices. 


Ree a fee ‘ss he supervisory review ma ICAAPs at standardised banks. 


na date, through better long- — 


STEPS TAKEN 


Enhanced OSFI’s HR planning process to ensure key resources necessary to meet ongoing operational 
requirements and emerging risks are prioritized, skill gaps are identified, and action plans are developed 
and monitored on a quarterly basis at the sector level (semi-annually at the corporate level). 


Implemented targeted recruitment strategies, including development of a university recruitment 
program anticipated to start in the fall of 2009. 


Conducted a training needs analysis that enabled the delivery of training aligned with identified 
risks and priorities. 


Reviewed Executive group compensation to ensure continuing alignment with the market. 
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PRIORITY H 


Enhance OSFI's ability to perform as required in an increas 
ment by enhancing OSFI's pension systems and processes. 


STEPS TAKEN 


the process of enhancing the pension IT system to support the framework. 


Pursued enhancements to a new automated system to support the pension approvals function. 


Published additional approval instruction guides to the pension industry. 
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PRIORITIES FOR 2009-2010 


OSFI has identified the following six priorities 
to achieve our strategic outcomes for 2009-2010. 
More details can be found on OSFI’s Web site 
in Plan and Priorities 2009-2010 to 2011-2012. 


A. Emerging Risks: Continue to improve OSFI’s 
ability to identify, monitor and report on 
emerging risks to federally regulated financial 
institutions through enhanced research, more 
focus on market information, comparative 
reviews in key areas and updates to internal 
processes as needed. 


8. Institutional and Market Resilience: Continue 
to participate in international discussions 
of key issues arising from global market 
turmoil, and work with Financial Institutions 
Supervisory Committee (FISC) partners 
and the federally regulated financial services 
industry to maintain strong communications 
and preparedness. 


©. IFRS Implementation: Prepare for the move 
to International Financial Reporting Standards 
(IFRS) in 2011, by determining the policy, 
data collection and reporting implications for 
OSFI. Work closely with federally regulated 
financial institutions to gain a clear under- 
standing of their IFRS plans and readiness. 


D. Capital Adequacy: Continue work on current 
Minimum Continuing Capital and Surplus 
Requirements (MCCSR) and the Minimum 
Capital Test (MCT) to develop improved 
risk-sensitive capital frameworks for life and 
property and casualty insurers, and in light of 
IFRS implementation. Continue monitoring 
post-implementation phase of Basel II 
Capital Accord. 


E. Human Resources: Ensure OSFI has the 
human resources available to fulfill its 
mandate, through improved long-range 
and integrated planning. 


fF. Infrastructure Enhancements: Develop 
long-term Information Management and 
Information Technology strategies to 
support OSFI’s evolving supervisory 
and regulatory activities. 
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The priorities identified for 2009-2010 flow from 
the following six ongoing responsibilities related to 
OSFI program activities: 


FEDERALLY REGULATED FINANCIAL INSTITUTIONS 


1. Accurate risk assessments of financial 
institutions and timely, effective 
intervention and feedback. 


A balanced, relevant regulatory framework 
of guidance and rules that meets or exceeds 
international minimums. 


NI 


3. A prudentially effective, balanced and 
responsive approvals process. 


FEDERALLY REGULATED PRIVATE PENSION PLANS 


4. Accurate risk assessments of pension plans; 
timely and effective intervention and 
feedback; a balanced relevant regulatory 
framework; and a prudentially effective 
and responsive approvals process. 


INTERNATIONAL ADVISORY GROUP 


5. Assistance in raising awareness and improving 
supervisory and regulatory practices for selected 
foreign regulators through the operation of an 
international assistance program. 


OFFICE OF THE CHIEF ACTUARY 


6. Contributing to financially sound federal 
government public pension and other 
programs through the provision of 
expert actuarial valuation and advice. 


1987 by an Act of Parliament: the Office of the Superintendent of Financial 
Instinaio ns Act (0 FI Act). OSFI supervises and regulates all banks in Canada and all federally 
incorporated or registered trust and loan companies, insurance companies, cooperative credit 
associations, fraternal benefit societies and private pension plans. (See figure 1) 


OSFI’s mandate is to: 


¢ Supervise federally regulated financial institutions and private pension plans to determine whether 
they are in sound financial condition and meeting minimum plan funding requirements respectively, 
and are complying with their governing law and supervisory requirements; 


e Promptly advise institutions and plans in the event there are material deficiencies and take, or require 
management, boards or plan administrators to take, necessary corrective measures expeditiously; 


e Advance and administer a regulatory framework that promotes the adoption of policies and 
procedures designed to control and manage risk; 


¢ Monitor and evaluate system-wide or sectoral issues that may impact institutions negatively. 


OSFI works with a number of key partners. Together, these organizations constitute Canada’s network 
of financial regulation and supervision and provide a system of depositor and policyholder protection. 


OSFI’s legislation acknowledges the need to allow institutions to compete effectively and take 
reasonable risks. It also recognizes that management, boards of directors and plan administrators 
are ultimately responsible and that financial institutions and pension plans can fail. 


Under the OSFI Act, the Minister of Finance is responsible for OSFI. The Superintendent is solely 
responsible for exercising the authorities under the financial legislation and is required to report to 
the Minister of Finance from time to time on the administration of the financial institutions legislation. 
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FIGURE 1* 


Federally 
Property & Regulated 
Deposit-Taking Life Insurance Casualty Private 
Institutions Companies Companies Pension Plans TOTAL 
Number of 
organizations (oC 111 189 SHY 1,829 
Assets 
[billions] $3,408 $511 $112 $109 $4,140 


*For a more detailed breakdown of each category, see Appendix 1. 


The Office of the Chief Actuary (OCA), which 
is an independent unit within OSFI, provides 
actuarial services to the Government of Canada 
in the form of reports tabled in Parliament. While 
the Chief Actuary reports to the Superintendent, 
he is solely responsible for the content and 


Strategic Outcomes 


From our mandate, OSFI has identified 
two strategic outcomes: 


1. To regulate and supervise to contribute 
to public confidence in Canada’s financial 


actuarial opinions in reports prepared by the 
OCA. He is also solely responsible for the 
actuarial advice provided by the Office of 

the Chief Actuary to the relevant government 
departments, including the executive arm of 


system and safeguard from undue loss. 


OSFI safeguards depositors, policyholders and 
private pension plan members by enhancing 
the safety and soundness of federally regulated 


provincial and territorial governments, which are 
co-stewards of the Canada Pension Plan (CPP). 


financial institutions and private pension plans. 


2. To contribute to public confidence in 
Canada’s public retirement income system. 


The Office of the Chief Actuary provides 
statutory actuarial reports, and advises on 
the state of various public pension plans 
and on the financial implications of options 
being considered by policy makers. 


OSFI achieves its two strategic outcomes as set 
out in figure 2. 


Amber Bloxom Administrative Coordinator, Audit 
and Consulting Services 


Peter Barbeito Administrative Officer, Human 
Resources and Administration 


Division, Corporate Services Sector 


Katy Kwong Senior Business Analyst, Project 
and Portfolio Management Group, 


Corporate Services Sector 
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Resources 


Financial Resources 


OSFI recovers all of its costs, as stipulated 
under the OSFI Act. The organization is funded 
mainly through asset-based, premium-based or 
membership-based assessments on the financial 
services industry and a user-pay program for 
selected services. A small portion of OSFI’s 
revenue is derived from the Government of 
Canada, primarily for actuarial services relating 
to the Canada Pension Plan, the Old Age 
Security program, the Canada Student Loans 


FIGURE 2 


Superintendent 


Regulate and Supervise to Contribute 


Program and various public sector pension and 
benefit plans. Funding for OSFI’s international 
assistance program is provided by the Canadian 
International Development Agency. 


Human Resources 


As at March 31, 2009, OSFI employed 501 
people in offices located in Ottawa, Montréal, 
Toronto and Vancouver — 204 in the Supervision 
sector, 130 in the Regulation sector, 139 in the 


Corporate Services sector and 28 in the Office 
of the Chief Actuary. 


Audit Committee 


Audit and Consulting 
Services 


Contribute to Public 
Confidence in Canada’s Public 


to Public Confidence in Canada’s Financial 
System and Safeguard from Undue Loss 


Regulation and 
Supervision of 
Federally 
Regulated 
Financial 
Institutions 


e Risk Assessment 
and Intervention 


e Rule Making 


e Approvals 


Regulation and 
Supervision 
of Federally 

Regulated 
Private 
Pension Plans 


International 
Assistance 


e Risk Assessment 
and Intervention 


e Rule Making 


e Approvals 


Retirement Income System 


Office of the 
Chief Actuary 


Corporate 
Services 


e Finance and 
Administration 


e Canada Pension 
Plan and Old Age 


Security Program F 
e Information 
e Public Sector Technology 


Pension Plans 
e Legal 


e Canada Student 


Loans Program e Communications 


e Human Resources 


e Strategic Planning 


as at March 31, 2009 
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Executive Team 


Julie Dickson was appointed Superintendent 

of Financial Institutions in July 2007, for a 
seven-year term. Ms. Dickson joined OSFI in 
April 1999, and was Assistant Superintendent, 
Regulation Sector, from January 2000 to June 2006, 
when she was named Deputy Superintendent. 

In October 2006, she was appointed Acting 
Superintendent. Prior to joining OSFI, Ms. Dickson 
served as Group Leader of the Financial Institutions 
Practice for a national consulting firm from 1995 to 
1998. Before that, she served for 15 years with the 
Department of Finance, primarily in areas related 

to financial institution policy. She is a member 

of the Accounting Standards Oversight Council of 
Canada. She also represents OSFI on the Financial 
Stability Board (formerly the Financial Stability 
Forum) and the Integrated Supervisors group. As 
Superintendent, Ms. Dickson serves on the Council 
of Governors of the Canadian Public Accountability 
Board and on the boards of directors of the Canada 
Deposit Insurance Corporation and the Toronto 
Leadership Centre. As per the OSFI Act, the 
Superintendent also chairs the Financial Institutions 
Supervisory Committee (FISC), whose membership 
includes OSFI, the Bank of Canada, the Canada 
Deposit Insurance Corporation, the Financial 
Consumer Agency of Canada and the Department 
of Finance. 


F. Edward (Ted) Price was appointed Assistant 
Superintendent, Supervision Sector, in June 2006. 
Since joining OSFI in 2001, Mr. Price has served 
in several senior management roles, most recently 
as Senior Director, Financial Conglomerates 
Group. He led the implementation of the Basel I] 
Capital Accord Framework in Canada. Prior to 


joining OSFI, Mr. Price was a senior executive 
with Prescient Markets, Inc., an Internet-based 
investment bank, from 2000 to 2001. Between 
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1983 and 1999, Mr. Price held various positions 
in government finance, fixed income and capital 
markets product development at ScotiaCapital, 
Inc. In 1995, he was appointed to the Executive 
Committee and relocated to New York to direct 
the firm’s U.S. business. 


Robert (Bob) Hanna was appointed Assistant 
Superintendent, Regulation Sector, in August 2007. 
Mr. Hanna joined OSFI’s predecessor, the Inspector 
General of Banks, in 1984 and has held a number of 
positions with increasing responsibilities, primarily 
in the policy and research areas. He represents 
OSFI as a member of the Auditing and Assurance 
Standards Oversight Council. Mr. Hanna was 
OSFI’s representative on the Basel Capital Task 
Force that oversaw the development of the 

Basel Capital Framework (Basel II), and in 2006 
was appointed to represent OSFI on the Basel 
Committee on Banking Supervision. 


Gary Walker was appointed Assistant 
Superintendent, Corporate Services Sector, 

in November 2008. Mr. Walker joined OSFI 

in 2002 as Senior Director, Human Resources, 
before taking on the additional responsibilities 
for Security, Administration and Regulatory 
Information in 2006. Prior to joining OSFI, 
Mr. Walker held a number of senior-level corporate 
services positions in both the private and public 
sectors with such companies as Atomic Energy 
of Canada Ltd., Laidlaw Inc., AM International 
and MacDonald Dettwiler Ltd. 


NOTE OF APPRECIATION 

During the year under review, Coleen Volk, 
Assistant Superintendent, Corporate Services, 
left OSFI to pursue a new career opportunity 
at Industry Canada. OSFI is grateful for the 
service she provided. 


Gary Walker — Assistant Superintendent, Corporate 


Services Sector 


Julie Dickson Superintendent 


of Financial Institutions 


Robert Hanna _ Assistant Superintendent, 


Regulation Sector 


Ted Price Assistant Superintendent, 


Supervision Sector 


Accountability 
Auditing 


Established in 2006, OSFI’s Audit Committee met 
six times in 2008-2009. Initially comprised of the 
Superintendent as Chair and four independent 
members, in early 2009 the membership changed 
to two independent members and an independent 
Chair. The Committee provides objective advice, 
guidance and assurance to help OSFI efficiently 
and effectively achieve its business objectives and 
fulfill its mandate. The Committee exercises active 
oversight of core areas of OSFI’s accountability, 
risk and control processes. It also recommends 
for approval OSFI’s financial statements, 

which are audited annually by the Office 

of the Auditor General. 


OSFI’s internal audit group conducts assurance 
audits based on comprehensive risk-based internal 
audit priorities involving consultation with senior 
management and the Superintendent, and review 
and approval by the Audit Committee. Both 
annual internal audit plans and audit reports 

are posted on OSFI’s Web site. In 2008-2009, 
five reports were published, including reviews 

on the Regulation Sector-Actuarial Division Life 
Insurance, Supervision Support Group-Credit 
Risk Department, and the OSFI Staffing Process. 


Surveys and Consultations 


OSFI regularly conducts anonymous surveys of 
knowledgeable industry observers to help assess 
its performance and effectiveness as a regulator. 
Survey results are disclosed on OSFI’s Web site. 


PRIVATE PENSION PLANS 
In early 2009, TNS Canadian Facts, on OSFI’s 


behalf, conducted a survey with plan administra- 
tors and advisors of the private pension plans 
OSFI regulates. The survey — conducted through 
confidential interviews — sought feedback in a 
number of areas, including overall impressions 

of OSFI, regulations and guidance, supervision, 
approvals, risks and communication. 


Nearly 800 administrators and professionals 
of private pension plans participated in the 
consultation. More details can be found in 
this annual report in the chapter on Federally 


Regulated Private Pension Plans. The complete 
consultation report, Pension Plans Survey 2009, 
is available on OSFI’s Web site under About 
OSFI/Reports/Consultations and Surveys. 


PROPERTY AND CASUALTY 
INSURANCE INSTITUTIONS 


In early 2009, The Strategic Counsel, on OSFI’s 
behalf, conducted consultations with some of the 
property and casualty insurance companies OSFI 
regulates. In-person interviews were completed 
with a sample of CEOs, CFOs and Chief Agents 
to gauge overall impressions of OSFI as well as 
to investigate key elements, including regulations 
and guidance, supervisory activities and the 
approvals process. More details can be found in 
this annual report in the chapter on Federally 
Regulated Financial Institutions. The complete 
consultation report, Property and Casualty 
Insurance Sector Consultation, is available on 
OSFI’s Web site under About OSFI/Reports/ 


Consultations and Surveys. 


Benefits to Canadians 


OSFI’s strategic outcomes, supported by our 
plans and priorities, are intrinsically aligned with 
broader government priorities, specifically strong 
economic growth, income security and employ- 
ment for Canadians, and a safe and secure world 
through international cooperation, as identified in 
the Treasury Board Secretariat report Canada’s 
Performance. A properly functioning financial 
system that inspires a high degree of confidence 
among consumers and others who deal with 
financial institutions makes a material contribution 
to Canada’s economic performance. 


Connecting with Stakeholders 


In 2008-2009, OSFI continued to communicate 
its plans and activities to a wide range of interested 
parties. OSFI made public several reports, including 
its 2007-2008 Departmental Performance Report; 
its Plan and Priorities 2009-2012; and four Actuarial 
Reports from the Office of the Chief Actuary, 
including the 8 Actuarial Report on the Old Age 
Security Program and the 7" Actuarial Report on 
the Canada Student Loans Program. The full text 
of these reports can be found on OSFI’s Web site. 
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OSFI is recognized as an international model for 
prudential regulators and receives many requests 
to address conferences and other events. In 
response, the Superintendent and other senior 
OSFI officials delivered a number of presentations 
to industry and regulatory forums across Canada 
and internationally including: the 2008 Financial 
Services Invitational Forum, the Cambridge 
Economic Crime Symposium, the Canadian 
Institute’s 8 Annual Regulatory Compliance for 
Financial Institutions Conference, the Canadian 
Centre for Ethics and Corporate Policy luncheon 
speaker series, an International Association of 
Insurance Supervisors conference, 33° congrés 

de l’Association des économistes québécois, and 
OSFI’s Risk Management Seminar. 


The Superintendent also made presentations to 
the House of Commons Standing Committee 
on Finance. Most speeches and presentations are 


available on OSFI’s Web site. 


OSFI’s external newsletter, The Pillar, was 
published four times in 2008-2009. It serves to 
remind key stakeholders of the latest guidelines, 
notices, public statements, and other pertinent 
information released by the Office. 
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Sharing OSFI’S 


Expertise 


Throughout 2008-2009, OSFI shared 

its expertise with interested Canadians, 
including members of the general public, 
industry, regulators, legislators and the 
news media: 


® Served 1,289,507 visitors to 
OSFI’s Web site 


e Responded to 15,572 public enquiries 


¢ Responded to 84 enquiries from 
Members of Parliament 


¢ Responded to 196 enquiries from 
representatives of the news media 


¢ Delivered over 60 speeches and 
presentations to industry and 
regulatory forums 


Federally Regulate 
Financial Institutio: 


the financial and economic 
, and intervenes in a timely 
ile recognizing that management, 
timately responsible, and that financial institutions 


Throughout 2008-2009, which was marked by significant market volatility and economic pressures, 
OSFI enhanced its level of monitoring and scrutiny of financial institutions in order to provide more 
in-depth information on possible future areas of concern. This work included: comparative and cross- 
sector reviews concerning commercial real estate and other credit portfolios, liquidity, securitization, 
and Basel II compliance. 


Financial Environment 


The tightening of liquidity and credit markets as a result of the sub-prime mortgage and securitization 
issues in the United States intensified significantly during 2008. It became evident that the long period 
of low interest rates, ample liquidity and general complacency resulted in weaker credit underwriting 
and risk management, and a general mispricing of risk. This in turn led to real estate, commodity and 
equity bubbles, financial institutions becoming highly levered, and the rapid growth of unregulated 
parts of the financial system. 


The consequences have been far reaching and have impacted countries around the world. The global 
market imposed higher capital requirements on financial institutions, as the carrying values of lending 
and securitization assets came into question. Many national governments have been forced to support 
their banks with large capital injections to increase confidence in the financial system and provide 
liquidity and credit. 
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Although Canada has not been immune, the 
strength of the Canadian financial regulatory 
framework — combined with better risk 
management at financial institutions — has 
helped us weather the storm better than our global 
counterparts. In large part, Canadian financial 
institutions have benefited from stronger balance 
sheets and relatively conservative lending, as 

well as from maintaining higher levels of capital. 


The strength of the Canadian 
financial regulatory framework 
— combined with better 

risk management at financial 
institutions — has helped 

us weather the storm better 


than our global counterparts. 


OSFI worked with various domestic partners on 
the Financial Institutions Supervisory Committee 
(including the Department of Finance, the Canada 
Deposit Insurance Corporation and the Bank of 
Canada) to review lessons learned and to further 
enhance regulatory oversight. We continued our 
active participation in international forums to 
develop and implement better practices. These 
included the Basel Committee on Banking 
Supervision, the Financial Stability Board 

(FSB — formerly the Financial Stability Forum), 
the International Association of Insurance 
Supervisors, and the Senior Supervisors Group 
(SSG). The SSG published the report, Observations 
on Management of Recent Credit Default Swap 
Credit Events, summarizing a review it initiated in 
December 2008 to support priorities established 
by the FSB. 


Review by Sector 
Deposit-Taking Institutions 


In 2008, despite high levels of market volatility 
and challenging credit conditions, the major 
Canadian banks performed favourably relative 
to many of their international peers. While global 
macroeconomic conditions had a negative impact 
on the historically high rates of return of the 
banks, they remained well capitalized and the 
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majority were profitable at their 2008 year-end. 
Although certain banks experienced losses related 
to credit and market risk, they also successfully 
took the necessary steps to rebuild and enhance 
their capital levels and allowances for losses 
without requiring capital injections from the 
Canadian government. Because of their relative 
strength compared to their global counterparts, 
they were able to raise capital and obtain funding 
at more attractive rates than competitors. 


Among Canada’s federally regulated deposit-taking 
institutions (DTIs), the six largest domestic banks 
account for approximately 90% of total assets, which 
supported them in the face of the challenging 
environment of 2008-2009. These banks have 
broad, geographically diversified portfolios, with 
extensive operations both within Canada and 
internationally. Their businesses extend beyond 
traditional lending and deposit-taking activities, 
and include operations in insurance, trading, 
investment banking and wealth management. 


Many smaller DTIs are niche players or focus 
on one or two credit products such as mortgage 
lending, commercial real estate or credit cards. 
As a result, they are vulnerable to increased 
credit risk. These institutions have faced increased 
pressure in raising and maintaining adequate 
liquidity and capital. In some cases, parent 
institutions have taken significant write downs. 
We continue to monitor the situation closely. 


Although average Return on Equity declined 
noticeably from 20% in 2007 to 11.6% in 2008, 
DTIs reported sound operating results. (See figure 3) 
The average total capital ratio for the group was 
12.3% in 2008, up slightly from 12.2% in 2007. 
(See figure 4) These ratios are well above the 
Bank of International Settlements’ 8% minimum 
threshold as well as OSFI’s 10% target. DTIs 
have remained adequately capitalized, which 
has provided them a supportive buffer during the 
current turmoil in the credit and capital markets. 


For 2009, we anticipate that challenging macro- 
economic trends will continue to create turbulence 
for the DTI sector. Canada, along with other 
countries where our institutions operate or have 
parent companies, is in a recession. In light of 
slowing growth, higher unemployment, tighter 
credit markets, equity volatility, and pressures 
on real estate lending and securitization, OSFI 
will closely monitor this sector going forward. 


Return on Equity 
FIGURE 3 


Average return on equity declined across 
all sectors in 2008, with life insurance 
experiencing the sharpest drop. 
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During 2008-2009, OSFI worked with banks using 
the Internal Ratings Based (IRB) approach on 
implementation of the Basel II Capital Accord. 
OSFI developed a monitoring framework and 
tracked the performance of risk rating systems; 
designed and implemented the interim IRB model 
modification framework to guide the supervisory 
review and approval of modifications to IRB risk 
rating systems; and, conducted cross-system 
supervisory reviews of Internal Capital Adequacy 
Assessment Process (ICAAP) and related risk 
measurement techniques and of ongoing adherence 
to Pillar ] requirements. Going forward, OSFI will 
continue to work jointly with the Basel and other 


All DTIs: Risk-Weighted Capital Ratios 
FIGURE 4 


In 2008, DTIs’ average risk-weighted 
capital ratio remained above OSFI’s well 
capitalized target of 10%. 
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committees and groups, and with the industry, to 
enhance policies and reporting requirements. 


Life Insurance Companies 


The rapid global equity market downturn in 2008 
was the most significant contributing factor 
behind the weaker financial performance of 
Canadian life insurers in 2008. Total net income 
for the year was $3.3 billion, with a return on 
equity of 4.9%. These performance figures are 
substantially lower than the 2007 performance 

of $9.2 billion in net income, and a return on 


equity of 13.8%. 


Andrew Blackwood 


Manager, Financial 
Institutions Group, Insurance, 
Supervision Sector 


Credit Risk Analyst, Credit 
Risk Division, Supervision 
Support Group, 
Supervision Sector 


Brian Divell 
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In 2007-2008, we indicated that a significant 
downturn in global equity markets could affect 
Canadian life insurers that issued segregated funds 
with embedded guarantees. With the sharp drop 
of more than 50% in equity markets, exposed 
insurers were negatively impacted. In addition, 
insurance companies’ investment portfolios came 
under pressure: on the equity side with declining 
share prices and on the fixed income side with 
declining interest rates. 


Despite these challenges, the Canadian life insurance 
industry maintained its well capitalized position. 
Capital ratios remained well above the minimum 
regulatory requirements. OSFI’s supervisory target 
ratio for Minimum Continuing Capital and Surplus 
Requirements (MCCSR) for Canadian companies is 
set at 150%. The average MCCSR ratio for Canadian 
life insurers at 2008 year-end was 215%, significantly 
above OSFI’s target capital level. Overall, asset 
quality remained strong. (See figure 5) 


With an adequate capital base and on-going 
concern about a return to normal income levels 
because of the economic environment, the life 
insurance industry will likely have challenges in 
2009. The conservative nature of life insurance 
company portfolios has helped historically to 
keep the industry’s exposure to credit risk at 
manageable levels, thereby lessening its contribution 
to weaker financial performance, but the continuing 


economic deterioration may negatively affect 
the industry in the short term. Nevertheless, 
the industry has a solid reputation and has 
traditionally placed a strong emphasis on risk 
management and capital adequacy. 


Life Insurance Companies: MCCSR Ratios 
FIGURE 5 
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In 2008, the average MCCSR ratio for 
Canadian life insurers remained above 
OSFI’s well capitalized target of 150%. 


A number of Canadian life insurers are part of the 
global operations of foreign financial institutions, 
so there are instances where the impact of global 
economic events has caused distress to the foreign 
parent operations of Canadian life insurance 
entities. OSFI is monitoring provision of capital 
from foreign parents, as well as moves to repatri- 
ate any surplus funds from Canadian operations 
to shore up capital bases of parents. Close moni- 
toring will allow us to take action if necessary. 


Julie Vincent 


Céline Guévin 


Supervisor, Financial Institutions Group, 
Supervision Sector 


Senior Supervisor, Financial Institutions Group, 
Supervision Sector 


PRUDENTIAL REGULATION IN CHALLENGING TIMES 


We anticipate that Canadian life insurers will 
continue to face investment risks in the form of 
potential equity market declines, credit weakness 
in bonds, mortgages and other fixed income 
investments, and the continuation of the low 
interest rate environment in 2009-2010. OSFI 
will continue to monitor these risks closely. 
Equity market declines and low interest rates have 
had a negative impact on the financial results of 
many life insurers, prompting more conservative 
product features, including price, on newer issues 
of these products. 


The potential adverse impact of a global pandemic 
on claims and operations has been highlighted 
in recent years. Life insurers regularly include 
scenarios related to the impact of a pandemic in 
their annual dynamic capital adequacy testing 
(DCAT). This testing looks not only at the impact 
of higher mortality, but at other aspects such as 
the impact of a depressed equity market. OSFI 
held an Appointed Actuaries Forum to review 
strengths and weaknesses of DCAT reports. 


DCAT results viewed to the end of 2008 indicate 
that in the event of a relatively severe pandemic 
Canadian life insurers would suffer an earnings 
decline but remain solvent. 


International operations are an important com- 
ponent of the operations of the three largest 
Canadian conglomerate life insurers. The perfor- 
mance of foreign operations provides a potential 
source of contribution to the financial strength, 
diversification, and growth prospects of these 
institutions. OSFI will continue to actively review 
these operations to promote risk management 
capabilities commensurate with the risks assumed. 


Property and Casualty 


Insurance Companies 


After reporting strong operating results from 
2004 to 2007, the property and casualty (P&C) 
insurance sector has began to show significant 
signs of stress. In 2008, underwriting results for 
the industry were only break-even. 


A principal measure of profitability for the 
industry is a combined ratio that measures claims 
expenses to premium income. A result under 
100% indicates that premium income exceeds 
claims expenses (before associated investment 
returns). In 2008, the combined ratio increased 
from 91.9% to 100.0%. Uncertainty remains in 
the industry due to: escalating claims in major 
lines of businesses; the ultimate outcome of pending 
legal challenges to the minor injury cap; growing 
concern over the insurance to value issue in personal 
lines; and the continuance of competitive pricing 
within the commercial lines. With personal property, 
automobile and commercial lines of business all 
under pressure, the potential exists for further 
downturn in this sector. 


Industry return on equity was 8.0%, down from 
16.1% the previous year. Investment income 
continued to supplement underwriting gains in 
2008, with yields before realized losses remaining 
relatively constant from 2007. The industry was 
not affected to a significant degree by the ongoing 
credit turmoil affecting specific asset classes, 
although there was an increase in unrealized 
capital losses during the course of the year. 


Lachmi Asnani-Ma 
Group, Supervision Sector 


Graham Taylor 


Senior Supervisor, Financial Institutions 


Director, Supervision, Financial 
Institutions Group, Supervision Sector 
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As with life insurers, P&C companies continued 
to be well capitalized in 2008. The results of 2008 
operations continued to support strong Minimum 
Capital Test (MCT) results for Canadian companies 
and Branch Adequacy of Assets Test (BAAT) 
results for branches of foreign companies. The 
2008 combined MCT/BAAT result for the 
industry was 238.2%, down from 251.6% 
reported in 2007. In 2008, dividend payments 
reverted to the more traditional levels reported 

in earlier years. The combined MCT/BAAT levels 
remain above OSFI’s minimum supervisory target 


of 150%. (See figure 6) 


Nevertheless, the P&C industry remains inherently 
volatile. Provinces legislate coverage provisions for 
automobile lines and also approve rates. Claims 
pressures are evident in the largest automobile 
market (Ontario) and a 2008 lower court judgment 
in Alberta overturned the authority of that province 
to limit damage awards stemming from automobile 
injuries (which decision is subject to appeal). 


While other lines of business remain very com- 
petitive in the marketplace, the industry has 
expressed concerns over future claims trends, 
as well as over increasing weather-related losses 
deriving from the threat of climatic change. 


P&C Insurance Companies: 
MCT/BAAT Ratios 
FIGURE 6 
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In 2008, the combined average MCT/BAAT 
ratio for the industry remained above OSFI’s 


well capitalized target of 150%. 
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Terrorism also remains a major risk. In 2009-2010, 
OSFI will continue to monitor loss exposure and 
the risk management processes of P&C companies 
to mitigate these risks. 


Supervisory Tools 
Managing Risk Effectively 


OSFI’s risk-based supervisory framework supports 
our ability to identify and intervene on a timely 
basis when a financial institution’s practices are 
imprudent or unsafe. The methodology involves 
assessing an institution’s inherent business risks, 
risk management processes, and financial condition. 
Where appropriate, OSFI uses the work of an 
institution’s oversight functions, as well as the work 
of its external auditor and appointed actuary, to 
ensure suitable risk management practices and 
processes are in place and being followed at the 
operational level. This allows OSFI to focus its 
resources on reviewing areas of an institution that 
are likely to have a material impact on its safety 
and soundness. 


In 2008-2009, OSFI introduced annual Risk 
Management sessions with various industry 
segments to reinforce the need for strong risk 
management and to share lessons learned. The 
goal was to make clear OSFI’s expectations 
related to key risk management areas based on 
detailed work OSFI has undertaken during the 
year, and to share information on issues being 
discussed internationally by regulators. The 
seminars also provided participants with the 
opportunity to ask questions of OSFI’s senior 
supervisory and regulatory teams. 


OSFI’s Emerging Risk Committee (ERC), 
established in 2007-2008, has proven to be an 
effective mechanism to identify emerging risks 
across all industry sectors. The committee’s role 

is to enhance early identification and tracking of 
developments or events that might have a negative 
impact on, or indicate a future hazard for, FRFIs. 
The ERC meets regularly to review key market 
indicators and approve any additional supervisory 
work needed to assess the risks and impacts to 
financial institutions. 


Overview of the 2008-2009 Property and 
Casualty Insurance Sector Consultation 


In early 2009, OSFI commissioned The Strategic Counsel to conduct a confidential consultation 
with property and casualty insurance companies, to explore perceptions of the current 
marketplace and of OSFI in general. This research forms part of OSFI’s rotating consultations 
with key stakeholders in various industry sectors, which allow OSFI to assess its effectiveness 
and fulfill its commitment to continuous impfovement. 


The Property and Casualty Insurance Sector Consultation comprised a series of confidential 
one-on-one interviews with a sample of executives representing a cross-section of the property 
and casualty insurance companies regulated by OSFI. The Strategic Counsel selected the 
participants; OSFI does not know who was interviewed. The final report, Qualitative Research: 
Property and Casualty Insurance Sector Consultation (PCSC), is available on OSFI’s Web site. 


Key findings from the PCSC are: 


¢ Overall, OSFI is perceived to be effective in discharging its mandate. 


¢ Most acknowledge that OSFI’s regulatory approach has contributed to the health 
of the Canadian financial system. 


e Participants hold strongly positive impressions of OSFI’s professionalism. 
e Many believe that OSFI is pro-active in dealing with emerging issues. 


e The vast majority believe that OSFI makes its expectations clear through its guidance, 
as well as through its applications for approvals. 


Some areas were identified for further improvement and action plans have been developed 
to address these, including improving staff knowledge in the area of re-insurance, providing 
more feedback when developing guidance, and strengthening communications around 
international activities. 


2 The Strategic Counsel, an independent research firm, conducted the consultations on OSFI's behalf. In early 2009, 16 CEOs, 
CFOs and Chief Agents of the P&C companies regulated by OSFI participated in the qualitative research. The Strategic Counsel 
chose the participants at random, and OSFI does not know who participated. The report pane the results in summary form. 
Qualitative Research: Property and Casualty Insurance Sector Consultation is posted on OSFI's Web site under About OSFI/ 


Reports/Consultations and Surveys. 
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Composite Risk Ratings 


The Composite Risk Rating (CRR) represents 
OSFI’s overall assessment of an institution’s safety 
and soundness. The CRR is guided by a set 

of assessment criteria that were developed in 
consultation with the industry. There are four 
ratings for Composite Risk: ‘low’, ‘moderate’, 
‘above average’ and ‘high’ risk. The CRR is 
reported to most institutions at least once a year 
(certain inactive or voluntary wind-up institutions 
may not be rated). The confidentiality of these 
ratings is protected by regulation. 


As at the end of March 2009, OSFI assigned a low 
or moderate CRR to 89% of all rated institutions 
and rated 11% (45 financial institutions) as above 
average or high risk (compared to 94% and 6% 


in 2007-2008). 
Intervention Ratings 


Financial institutions are also assigned an inter- 
vention rating, as described in OSFI’s Guide to 
Intervention for Federal Financial Institutions, 
which determines the degree of supervisory 
attention they receive. Broadly, these ratings are 
categorized as: normal (unstaged); early warning 
(stage 1); risk to financial viability or solvency 
(stage 2); future financial viability in serious 
doubt (stage 3); and non-viable/insolvency 
imminent (stage 4). 


As at March 31, 2009, there were 56 staged 
institutions. (See figure 7) While this is a substantial 
increase from 25 in the prior year, with a few 
exceptions, the majority of the staged institutions 
were in the early warning (stage 1) category. The 
number of problem companies has increased in 
all industry sectors, with noticeable increases in 
the DTI and P&C industries. The increases reflect 
the state of these industries in 2008-2009, as 
noted above. 


Number of Staged Institutions 
FIGURE 7 
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The number of staged institutions increased 
in all sectors, although the majority were in 


the early warning category. 
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Kelly Griffiths 


Ashwin Ranjit 


Director, Credit Risk Division, Supervision 
Support Group, Supervision Sector 

Senior Supervisor, Financial Conglomerates 
Group, Supervision Sector 
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Shari Hafner 


Senior Supervisor, Financial 
Institutions Group, 
Supervision Sector 
Gilbert Ménard Managing Director, Capital 
Division, Regulation Sector 


RULE MAKING 


OSFI provides a regulatory framework of guidance 


and rules that meets or exceeds international 
minimums for financial institutions. This includes 
the issuance of guidance and input into federal 
legislation and regulations affecting financial 
institutions, contributions to accounting, auditing 
and actuarial standards, and involvement in a 
number of international rule-making activities. 


During 2008-2009, OSFI continued to promote 
sound risk management practices through its 
rule-making activities. We also continued to work 
with international bodies to develop international 
rules that may be applied to Canadian financial 
institutions. As part of its assessments of member 
countries required under Article IV of the Articles 
of Agreement, in March 2009 the International 
Monetary Fund recognized the benefits these 
activities have had for Canada during the global 
financial market turmoil. The IMF stated that our 
“strong regulatory and supervisory framework’ was 
one of the three factors responsible for the resilience 
of the Canadian banking system compared to its 
global competitors. 


Domestic Rule Making 


Revisions to Financial 
Institutions Legislation 


The governing statutes applicable to federally 
regulated financial institutions (FRFls) are 
reviewed every five years to ensure they remain 
current and promote an efficient, competitive and 
prudent financial services sector. An Act to amend 
the law governing financial institutions and to 
provide for related and consequential matters 
received Royal Assent in March 2007. OSFI 
continued to work with the Department of 
Finance in 2008-2009 on the development of 
regulations required for the implementation 
of various measures in the Act. 


Collaboration with Canadian 
Standard Setters 


OSFI works closely with the Canadian Institute 
of Actuaries (CIA) and the Actuarial Standards 
Board (ASB) to ensure that actuarial standards 
are appropriate and lead to acceptable practice 
in areas such as valuation, risk and capital assess- 
ment, as these topics relate to regulated entities. 
In 2008-2009, OSFI continued to participate on 
several CIA practice committees. 


OSFI also maintains a strong cooperative 
relationship with the Canadian Institute 

of Chartered Accountants (CICA). During 
2008-2009, OSFI continued to work closely 
with staff at CICA’s Accounting Standards 
Board (AcSB), including holding discussions on 
issues related to the adoption of International 
Financial Reporting Standards (IFRS) by 2011. 
OSFI will continue to work with AcSB staff on 
this initiative, which will result in fundamental 
changes to financial reporting by FRFIs. 
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OSFI continued its membership on the AcSB’s 
User Advisory Council, Insurance Accounting 
Task Force and the IFRS Advisory Committee. 
OSFI also continued its collaboration with the 
Auditing and Assurance Standards Board, and 
was represented on the Auditing and Assurance 
Standards Oversight Council and the Accounting 
Standards Oversight Council. 
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Capital Guidance 


BANKS AND TRUST AND LOAN COMPANIES — 
CAPITAL ADEQUACY REQUIREMENTS 


During 2008-2009, OSFI released a number of new 
or updated Advisories related to the measurement 
of capital and capital adequacy of banks and trust 
and loan companies. Examples include: 


© Guarantees and Support Arrangements Provided 
by Public Sector Entities (June 2008) 


© Capital Treatment of Reverse Mortgages 
(Draft March 2009) 


During a period of rapid change and crisis in 
financial markets, OSFI moved quickly to issue 
Advisories and to use its flexible rule-making 


powers to address risks and opportunities, while 
maintaining incentives for resilient risk and 
capital management. OSFI issued the following 


Advisories in 2008-2009: 


¢ Securitization — Expected Practices 


(October 2008) 


¢ Enhancing Flexibility and Maintaining 
Capital Strength (November 2008) 


¢ Innovative Tier 1 Instruments (December 2008) 


The Enhancing Flexibility and Maintaining Capital 
Strength Advisory, for example, introduced 
changes to provide FRFIs with more flexibility 
to maintain their strong capital positions. OSFI 
capital rules allow certain high quality preferred 
shares and similar securities to be included in 
Tier 1 capital. The Advisory increased the limit 
of non-common share capital that can be counted 
in net Tier 1 capital from 30% to 40%. 


During 2008-2009, OSFI also completed reviews 
of applications to modify and update models 
previously approved by OSFI for use in calculating 
capital requirements under advanced approaches 


outlined in CAR A-1. 


LIFE INSURANCE COMPANIES 


OSFI made a number of revisions to its Minimum 
Continuing Capital and Surplus Requirements 
(MCCSR) Guideline for life insurance companies 
in the fall of 2008 and on January 1, 2009 (when 
changes arising from a major triennial review were 
implemented). In the fall of 2008, the modifica- 
tions related to, for example, the treatment of 
Available for Sale debt securities and the capital 
requirements for segregated funds guarantees. In 
the latter case, the requirements were improved 
to better reflect the timing of payment obligations 
under the guarantees and to reduce the volatility 
of segregated fund capital requirements. The most 
important modifications on January 1, 2009 were 
changes to the treatment of negative reserves, 
mortality, and foreign exchange requirements. 


Ivy Lee 


Gaetano Geretto Senior Director, Life Conglomerates 


Group, Supervision Sector 


Actuarial Consultant, Actuarial 
Division, Regulation Sector 
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OSFI is developing a new framework for its 
standardized MCCSR approach with the help of 
the Autorité des marchés financiers and Assuris. 
This is in response to the anticipated move to 
international accounting standards (IFRS — Phase 
Il) that is expected to modify the principles for 
setting insurance liabilities. During 2008-2009, 
OSFI continued its discussions with the life 
insurance industry on how to update the current 
approach to measuring life insurance regulatory 
capital requirements. These discussions included 
considering an appropriate response to new 
accounting standards that may cause material 
changes to balance sheet items used in the 
measurement of risks. A framework paper 

and a market risk paper were posted to OSFI’s 
Web site in October 2008. 


OSFI continued to work through the MCCSR 
Advisory Committee (MAC) to develop and 
incorporate more advanced risk measurement 
techniques (such as internal company models) 
into the MCCSR. The MAC is composed of 
representatives from the Canadian Life and Health 
Insurance Association (CLHIA), the Canadian 
Institute of Actuaries, Assuris, the Autorité des 
marchés financiers and OSFI. In 2008, OSFI 
provided preliminary additional guidance to the 
MAC regarding the development of internal 
models. Also, the MAC began to focus on whether 
the framework for the use of internal models to 
determine capital requirements for segregated 
fund guarantees is in need of review. 


PROPERTY AND CASUALTY INSURANCE COMPANIES 


OSFI started discussions in 2008-2009 in response 
to an expression of interest by the property 
and casualty industry regarding the use of 
models-based approaches to risk measurement. 
A Property and Casualty Minimum Capital Test 
Advisory Committee was formed to facilitate 
these discussions. The committee consists of 
representatives from OSFI, the Québec and 
British Columbia regulators, the Insurance 
Bureau of Canada (IBC), the Property and 
Casualty Insurance Compensation Corporation, 
and several insurance companies. 


Other Guidance 


OUTSOURCING 


During 2008-2009, OSFI issued a revised version 
of its Guideline B-10 on Outsourcing of Business 
Activities, Functions and Processes. The guideline 
was revised largely to reflect the removal of a 
legislated requirement for an approval to process 
data outside of Canada. This Guideline continues 
to act as a valuable tool for financial institutions 
that outsource various activities by ensuring 
minimum steps are taken to identify and mitigate 
the potential risks of outsourcing. 


REINSURANCE INITIATIVES 


In December 2008, OSFI issued a discussion paper 
to initiate a comprehensive policy review of its 
regulatory and supervisory approach to reinsurance. 
The paper outlined OSFI’s current approach 

to reinsurance, identified several OSFI initiatives 
in this area and, most importantly, requested 
industry input with respect to the overall policy 
direction of reinsurance regulation and supervision 
in Canada. OSFI will be reviewing stakeholder 
comments in 2009, with a view to shaping any 
needed amendments to the reinsurance regulatory 
and supervisory framework. 


ANTI-MONEY LAUNDERING AND 
ANTI-TERRORISM FINANCING ACTIVITIES 


In June 2008, extensive changes to the Proceeds of 
Crime (Money Laundering) and Terrorist Financing 
Act came into effect. As early indications suggested 
that some changes are presenting implementation 
challenges for some financial institutions, OSFI 
responded with outreach and assessment activities. 


In order to assist FRFIs in strengthening their 
AML/ATF programs and to ensure Canada remains 
current with international expectations in the 
regulated sector regarding AML/ATF, OSFI issued 
a final revised version of its B-8 Guideline on 
Deterring and Detecting Money Laundering 
and Terrorist Financing in December 2008. The 
revised and comprehensive Guideline is intended 
to underline the essential nature of critical 
controls, highlight the key requirements of 
Canadian legislation and regulations and assist 
FRFIs in focussing on needed upgrades to their 
standards and controls as required. 
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During 2008-2009, OSFI focused its AML/ATF 
assessment program on smaller financial institu- 
tions and the conglomerate life insurance sector. 
Overall, OSFI found that these institutions have 
made some progress in the development of 
effective AML/ATF programs. Where necessary, 
OSFI intervened to ensure institutions addressed 
identified weaknesses and deficiencies. OSFI 
continued to share findings with the Financial 
Transactions and Reports Analysis Centre of 
Canada (FINTRAC) under its joint Memorandum 
of Understanding. 


OSFI continued to play an active role in the work 
of the Financial Action Task Force (FATF), which 
is the inter-governmental policy-making body that 
develops and promotes national and international 
standards to combat money laundering and 
terrorism financing. OSFI also worked with the 
Department of Finance, FINTRAC and other 
stakeholders on Canada’s response to the FATF 
Mutual Evaluation Report (MER) published 

by the FATF in February 2008. OSFI is also a 
member of the Public/Private Sector Advisory 
Committee established by the Department of 
Finance to discuss Canada’s AML/ATF regime 
on an ongoing basis. 


International Activities 


International organizations play a key role in the 
development of regulatory frameworks for banks 
and, increasingly, life insurers. In 2008-2009, OSFI 
continued to participate in the development of 
sound rules that can be applied internationally. 
While the Canadian financial system continues to 
benefit from approaches taken in Canada, inter- 
national regulatory reform that respects the realities 
of a global marketplace under severe stress is at 


the front of the agenda for the G-20. 


Canadian financial institutions continued to be 
active internationally and, in some cases, this 
represents a material portion of their business. 


Further, although some curtailment of activity 
has been noted due to adverse market conditions, 
international financial institutions continue to be 
active in Canada through branches and subsidiaries. 


In the spirit of international regulatory cooperation, 
OSFI continued to build relationships with foreign 
supervisors through participation in international 
rule-making discussions, by participating in and 
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hosting international supervisory colleges, and 
through the development of information-sharing 
agreements with a number of host-country 
supervisory authorities that regulate significant 
foreign operations of Canadian banks and insurers. 
OSFI has completed more than 25 of these 
agreements and, in 2008-2009, finalized agreements 
with Dominican Republic, Bermuda, Taiwan and 
Thailand. OSFI continues to negotiate additional 
agreements, as we have found they lead to 
improved coordination of supervisory work 
between home and host supervisors. 


Basel Committee on Banking Supervision 


IMPROVING THE QUALITY OF BANKING 
SUPERVISION WORLDWIDE 


OSFI is a member of the Basel Committee on 
Banking Supervision (BCBS), which provides 

a forum for rule making and cooperation on 
banking supervisory matters. OSFI continued 
its active membership in the BCBS, where it 
participates in three main activity streams: the 
Standards Implementation Group (SIG) - 
formerly the Accord Implementation Group — 
the Accounting Task Force (ATF) and the Policy 
Development Group (PDG). 


The SIG allows supervisors to share information 
and monitor the implementation of standards 
previously agreed to by members of the BCBS. 


The ATF works to ensure that international 
accounting and auditing standards and practices 
promote sound risk management at financial 
institutions, support market discipline through 
transparency, and reinforce the safety and 
soundness of the banking system. 


The PDG’s primary objective is to support 

the Committee by identifying and reviewing 
emerging supervisory issues and, where 
appropriate, proposing and developing policies 
that promote a sound banking system and high 
supervisory standards. 


The PDG is both a forum for the development 
of policy and, through its various sub committees 
and working groups (such as the Trading Book 
Group, Working Group on Liquidity, Definition 
of Capital Group, Research Task Force, Capital 
Monitoring Group, Risk Management and 
Modelling Group, and others), directs substantive 
analysis of issues and the development of policy. 


During 2008-2009, the BCBS devoted efforts 
to assessing the causes of the crisis in financial 
markets in 2008 and 2009 and to executing 
an action plan to address lessons learned and 
mitigate the impact of the crisis. 


BCBS RESPONSES TO THE FINANCIAL CRISIS 


OSFI worked actively with other BCBS members 
to develop and issue new rules for sound risk 
management and capital regulation. Significant 
pronouncements from the BCBS during 2008-2009 
were developed with OSFI involvement, including: 


e Liquidity Risk: Management and 
Supervisory Challenges 


Supervisory guidance for assessing banks’ 
financial instrument fair value practices 


Principles for sound stress testing 
and supervision 


Range of practices and issues in economic 
capital modelling 


Revisions to the Basel I] market risk framework 
and Guidelines for computing capital for 
incremental risk in the trading book 


¢ Improvements to Pillars 1, 2 and 3 with respect 
to issues that arose in the securitization market 
(e.g., the capital underpinning so-called 
“resecuritizations’ ) 


More information on these very important 
initiatives and their plans for implementation 
can be found on the BIS Web site under BCBS. 


Conceptual Changes to International 
Accounting Standards 


The Canadian Accounting Standards Board 
(AcSB) has decided to adopt International 
Financial Reporting Standards (IFRS) by 2011 
as the basis for financial reporting by publicly 
accountable entities in Canada. As a result, OSFI 
has focused on responding to International 
Accounting Standards Board (IASB) projects 
through active participation in the Accounting 
Task Force (ATF) of the BCBS and the Accounting 
and Insurance Contracts Subcommittees 

of the International Association of Insurance 
Supervisors (IAIS). 


In 2008-2009, as part of its work on the ATF, 
OSFI participated in the Basel Committee 
comment letters to the IASB on key accounting 
standard setting initiatives, including: 


¢ Consolidated Financial Statements 
e Financial Statement Presentation 
¢ Instruments with Characteristics of Equity 


¢ Reducing Complexity on Financial 
Instrument Accounting 


¢ Improving Disclosures about 
Financial Instruments 


¢ Improved Conceptual Framework — 
Objectives of Financial Reporting 


¢ Improved Conceptual Framework — 
The Reporting Entity 


Throughout the past year, OSFI conducted 
extensive consultations with FRFIs regarding the 
effects of adopting IFRS, so as to work towards 

a smooth implementation. OSFI hosted IFRS 
industry forums for deposit-taking institutions, life 
insurance companies, and property and casualty 
companies. The forums provided an opportunity 
to highlight OSFI’s expectations of FRFls, share the 
scope of OSFI’s internal project for implementa- 
tion (Project Charter for IFRS Governance), and 
raise awareness on IFRS standards that could 
have a significant impact. For example, OSFI 
completed a policy analysis of key differences of 
concern between IFRS and Canadian GAAP for 
20 IFRS standards having an impact on FRFIs. 


Through discussions with industry organizations 
(such as the Canadian Bankers Association, 
CLHIA and IBC) and through IFRS progress 
reports submitted by FRFIs, OSFI is able to 
monitor the status of implementation plans and 
to assess industry readiness for the changeover 
date in January 2011. There were also education 
sessions for OSFI’s IFRS project team members. 


OSFI hosted IFRS [International 
Financial Reporting Standards] 
industry forums for deposit- 
taking institutions, life insurance 
companies, and property and 


casualty companies. 
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Additionally, OSFI made progress in developing 
implementation options and preliminary recom- 
mendations in four key policy areas arising from 
IFRS topics that are expected to have a high impact 
on the industry: securitization and off-balance 
sheet arrangements, loan impairment, use of the 
fair value option, and insurance contracts. OSFI 

is reviewing its existing policies and guidance on 
these topics for potential changes. 


International Association 
of Insurance Supervisors 


OSFI actively participates in the work of the 
International Association of Insurance Supervisors 
(IAIS), which represents insurance regulators and 
supervisors of some 140 countries. Its objectives 
are to contribute to the improved supervision 
of the insurance industry for the protection 

of policyholders worldwide, to promote the 
development of well-regulated insurance 
markets and to contribute to global financial 
stability. OSFI participates as a member of the 
Executive, Technical and Budget Committees, 
and several subcommittees. 


In 2008-2009, OSFI contributed to the 
development of IAIS guidance papers on: 


¢ Mutual recognition of reinsurance supervision 


e Valuation of technical provisions 


Structure of regulatory capital requirements 


e Enterprise risk management for 
solvency purposes 


Use of internal models 


Relationship between the actuary and the 
external auditor in the preparation and 
audit of financial reports 


In addition, through the Accounting and 
Insurance Contracts Subcommittees, OSFI 
contributed to development of comment 


letters from the IAIS to the IASB on various IFRS 
exposure drafts and also with respect to the IASB 
project to develop a comprehensive insurance 
contracts accounting standard (Phase II project). 


Joint Forum 


The Joint Forum — established in 1996 by 

the Basel Committee on Banking Supervision, 
the International Organization of Securities 
Commissions and the International Association 
of Insurance Supervisors — works to achieve 
consistency of supervisory approaches on issues 
of common interest across financial sectors and 
national borders. 


During 2008-2009, OSFI continued its active 
membership in the Joint Forum, including partici- 
pation in a number of workstreams: |) a report 
by the Conglomerate Principles working group, 
outlining the extent to which member countries 
have implemented the Joint Forum principles for 
the effective supervision of conglomerates and 
the main challenges encountered in doing so; 

2) a stocktaking of the uses of external credit 
ratings by regulators in the banking, securities 

and insurance sectors; and 3) a study of off-balance 
sheet (OBS) vehicles to provide a better under- 
standing of the types and characteristics of OBS 
vehicles, address how and why they are used, 
and give insight into the degree of risk transfer 
or capital relief achieved by such vehicles. 


OSFI continued its involvement with a number 
of other international groups, including the 
Financial Stability Board (formerly the Financial 
Stability Forum), the Integrated Financial 
Supervisors, the Association of Supervisors 

of Banks of the Americas, the International 
Actuarial Association, and le Groupe des 
superviseurs bancaires francophones. 


Gerald Goldstein Director, Research, Capital 
Accounting and Research 


Division, Regulation Sector 


Regulatory Officer, 
Legislation and Policy 
Initiatives, Legislation 
and Approvals Division, 
Regulation Sector 


Amy Nickerson Beaulieu 


30 
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Disclosure of Information 


Under the Office of the Superintendent of Financial Institutions Act, the Superintendent is 
required to report to Parliament each year on the disclosure of information by financial 
institutions and the progress made in enhancing the disclosure of information in the 
financial services industry. 


OSFI contributes to and promotes effective disclosure by publishing selected financial 
information on OSFI’s Web site and through Beyond 20/20 Inc.(see their Web site for 
more information); by providing guidance to institutions on their disclosures; and by 
participating in international supervisory groups with similar objectives. 


Disclosure Associated with Market Turmoil 


In April 2008, the Financial Stability Board (FSB — formerly the Financial Stability Forum) 
reported to the G-7 Ministers and Central Bank Governors on recommendations for increasing 
the resilience of markets and institutions. OSFI’s Superintendent participated as a member of 
this working group whose findings were reported to the G-7 and were taken up by the G-20 
and can be found on the FSB Web site. The report proposed concrete actions to be taken by 
specified parties in a number of areas, one of which was to enhance disclosure by financial 
firms of the risks associated with structured credit products and off-balance sheet entities. 


Throughout the past year, OSFI monitored the FSB disclosure requirements of Canadian banks 
that had significant exposures to off-balance sheet vehicles, securitizations and other financial 
products that were associated with the market turmoil. Canadian banks complied in all material 
respects with disclosure requirements and continue to update their disclosures as relevant. 


In response to the financial crisis, the Basel Committee on Banking Supervision (BCBS) created 
a workstream to focus on potential enhancements to the Pillar 3 framework of Basel II in the 
area of securitization. In January 2009, the BCBS issued a consultative document which includes 
proposed enhancements to existing Pillar 3 guidance to strengthen disclosure requirements 
related to securitization exposures in the trading book, sponsorship of off-balance sheet vehicles, 
liquidity commitments to asset-backed commercial paper (ABCP) conduits, resecuritizations and 
valuations of securitization exposures. OSFI is committed to improving disclosures in this area 
and has been actively participating in this workstream through its membership in the BCBS. 


The International Accounting Standards Board (IASB) was also mandated to improve the 
accounting and disclosure standards for off-balance sheet vehicles and valuations, methodologies 
and the uncertainty associated with valuations. As an active member in the Accounting Task 
Force (ATF) of the BCBS, OSFI continues to participate in the work to improve disclosures 
in financial reporting under international standards. 


OSFI believes that existing FSB disclosure requirements, together with improvements 
resulting from the work of the BCBS and the IASB, are key initiatives that are working 
towards enhanced disclosure in the risk areas identified by the FSB. 
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APPROVALS 


Federally regulated financial institutions (FRFls) 
are required to seek regulatory approval for certain 
types of transactions, including incorporations, 
orders authorizing the carrying on of business 
activities in Canada, corporate restructurings and 
ownership changes. In these challenging times, 
OSFI continues to administer a regulatory approval 
process that is prudentially effective, balanced, 
responsive, clear and transparent, and innovative 
when appropriate. We strengthened our communi- 
cation internally and externally, particularly in 
regard to our due diligence requirements. We strive 
to ensure that OSFI’s recommendations to the 
Minister and the Superintendent in respect of 
approvals are in the best interest of Canadians, 
the applicants and the Canadian financial sector. 


Most Ministerial approvals relate to the acquisition 
of control or of a significant interest in FRFIs, 
material transfer of business, and applications for 
the incorporation of financial institutions or the 
authorization of Canadian branches of foreign 
financial institutions. Some common OSFI approvals 
include asset transactions in excess of 10%, 
non-cash consideration for shares, reinsurance by 
related party, redemption of shares/debentures, 
and substantial investments. 


Five-Year Comparison of Applications 
and Approvals 
FIGURE 8 
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During the past year, global financial market 
instability has had an impact on the OSFI approval 
process. OSFI enhanced the extent of regulatory 
due diligence applicable to certain transactions 
requiring approval. In addition, the overall 
complexity of many applications has increased 
and, in some cases, new regulatory or policy issues 
have to be addressed. OSFI spent a considerable 
amount of time on applications relating to 
corporate restructurings and reorganizations, 
changes of ownership, and the establishment 

of new federal financial institutions. 


sFI enhanced the extent 
of regulatory due diligence 


applicable to certain transactions 
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In 2008-2009, OSFI processed 250 applications 
involving 551 approvals (individual applications 
often contain multiple approval requests), of 
which 31% were Ministerial approvals. The 
number of applications and approvals decreased 
from the previous year (278 applications involving 
651 approvals were processed in 2007-2008). 
(See figures 8 and 9) 


Approvals by Industry Sector 2008-2009 
FIGURE 9 
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In 2008-2009, OSFI processed 250 applications involving 551 approvals, of which 31% were 
Ministerial approvals. The total number of applications declined by 10% over 2007-2008. 
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Sharon Nitschke 


Philip Yung 


Manager, Legislation and Policy 
Initiatives, Legislation and 
Approvals Division, 
Regulation Sector 

Senior Officer, Approvals 

and Precedents, Legislation 
and Approvals Division, 
Regulation Sector 


During 2008-2009, there were 10 new entrants: 
three banks, one trust company, one life insurance 
company, one fraternal benefit society, one 
property and casualty company, two foreign 
bank branches (one lending and one full-service) 
and one foreign property and casualty insurance 


branch. (See figure 10) 


For a variety of reasons, there continues to be 
interest in the establishment of closely held banks. 
One reason is the collapse of the asset-backed 
commercial paper market, which forced many 
unregulated domestic financial entities to seek 
alternative funding for their activities. 


Interest in the establishment of new insurance 
companies in Canada declined slightly in 
2008-2009 compared to the previous year. 
This change is largely attributable to significant 
challenges in insurance markets in the past year, 
particularly in the property and casualty sector. 


When requested, OSFI provides advance capital 
confirmations on the eligibility of proposed 
capital instruments. A total of 95 such opinions 
and validations were provided in 2008-2009 
compared to 44 the previous year. 


Guidance and Education 


In 2008-2009, OSFI spent a considerable amount 
of time dealing with technical issues related to the 
insuring in Canada of risks by foreign insurance 
companies under the “Foreign Companies” part of 
the Insurance Companies Act. Advisory 2007-01 
was revised to provide greater certainty on 
circumstances where OSFI will consider that 


FRFI Entry, Exit and Ongoing* 


New Entry and Exit Applications 2008-2009 
FIGURE 10 
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“Applications in progress at the end of 2008-2009 
* Includes non-deposit-taking institutions 


There were 10 new entrants in 2008-2009. 


a foreign entity has insured in Canada risks. Issues 
related to the definitions of the classes of insurance, 
the use of the word “bank” by non-bank entities, 
the use of trade names by federal financial 
institutions, and self-dealing transactions were 
also addressed during the past year. 


In keeping with OSFI’s objectives of enhancing 
the transparency of its statutory approvals process 
and of promoting better understanding of OSFI’s 
interpretation of the federal financial institution 
statutes, OSFI develops and publishes Advisories 
and Rulings. In 2008-2009, OSFI published one 
Advisory, Undertaking for the sharing of informa- 
tion, and the following four Rulings: 


© Control in Fact — Major shareholder and 
service provider 
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¢ Foreign Banks — Investments — Financial The Legislative Approvals framework was 
services entity subjected to an internal audit in 2007-2008. 
The audit report, Regulation Sector, Approvals & 
Precedents Group, concluded that the approvals 
* Directors of Federally Regulated Entities — function is well-developed, applied in a consistent 
Agent of a Crown corporation manner, and thorough in its analysis. The report 
made recommendations on several areas where 
practices and procedures could be improved, and 
we will be taking appropriate steps to address 
these to maintain the efficiency and effectiveness 
of the framework. The final audit report can be 
found on OSFI’s Web site under About OSFI/ 
Reports/Internal Audit Reports. 


e Alternate Name — Use of a trade name 


In October 2008, in line with its objective to 
ensure strong external communication, OSFI 
hosted its seventh annual Legislation and 
Approvals Seminar, attended by approximately 
120 representatives of financial institutions 
and advisors. 


OSFI Performance against User Fee Service Standards 2008-2009 
FIGURE 11 
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In keeping with OSFI’s and the Government of Canada’s commitment to enhance accountability and 
transparency relating to services provided, OSFI has performance standards establishing time frames 
for processing applications for regulatory approval and for other services. In 2008-2009, OSFI met or 
exceeded all of these established performance standards. More information on OSFI’s performance 
standards can be found on our Web site under Banks/User Fees/Service Standards. 
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OSFI conducts risk assessments of pension plans covering employees in federally regulated areas of 
employment; provides timely and effective intervention and feedback; employs a balanced relevant 
regulatory framework; and manages a prudentially effective and responsive approvals process. 


Private Pension Environment 


The sharp drop in equity values beginning in the second half of 2008 led to significant deterioration in 
the solvency position of federally regulated defined benefit pension plans at year-end 2008. As a result, 
the environment going into 2009 was challenging for a number of pension plans. 


In light of the global financial market turmoil and economic conditions, the Government of Canada 
provided pension plans with relief through the 2009 Solvency Funding Relief Regulations. In addition, 
the Government initiated a consultation on private pension issues, with one of its objectives being to 
review the solvency funding rules and table any necessary legislative changes by the end of 2009. OSFI 
is collaborating closely with the Department of Finance on this initiative. 


The economic environment over the last year confirmed OSFI’s view that plan administrators and 
sponsors should prepare for a range of financial outcomes. Throughout the year, in communications 
with plan administrators, OSFI emphasized the value of scenario testing. In December, a notice from 
the Superintendent strongly encouraged plan administrators to take into account the implications of 
the market downturn on 2009 contribution requirements, and to continue to consider a range of 
longer-term scenarios, including the possibility of protracted market weakness. 
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Monitoring 


As at March 31, 2009, 1,379 private pension plans 
were registered under the Pension Benefits Standards 
Act, 1985, covering over 612,000 employees in 
federally regulated areas of employment, such 

as banking, inter-provincial transportation and 
telecommunications. In 2008-2009, plan assets 
decreased by 18%, to a value of approximately 


$109 billion. (See figure 12) 


OSFI regulates approximately 7% of pension 
plans in Canada, according to the latest data 
available. The majority are under provincial 
regulation, representing 5.3 million employees 
with total assets of $1,026 trillion. 


The most current pension plan financial statements 
filed during the 12-month period ending March 31, 
2009 report that 47% of pension assets are invested 
in equities, 44% in debt instruments and 9% in 
diversified and other assets. 


On average, private pension plans under federal 
jurisdiction recorded a -16% return on their 
investments, substantially less than the 2% average 
gain recorded in the previous fiscal year. 


The average estimated solvency ratio (ratio of 
assets over liabilities on plan termination basis) 
for all plans was 0.85 at December 31, 2008 
(down substantially from 1.05 at the previous 
year end). Estimated solvency ratios calculated 
by OSFI, using data available at year-end 2008, 
showed that approximately 83% of all defined 
benefit plans supervised by OSFI were under- 
funded, meaning their estimated liabilities 
exceeded assets, on a plan termination basis. 


On March 26, 2009, the Government of 
Canada pre-published Solvency Funding Relief 
Regulations, allowing federally regulated pension 
plans to extend their solvency funding payment 
schedule in respect of solvency deficiencies 
reported at a plan year-end date from November 
1, 2008 to October 31, 2009, subject to certain 
conditions. OSFI will administer these new 
regulations and will continue to meet its mandate 
of protecting members’ benefits. 


FEDERALLY REGULATED PRIVATE PENSION PLANS BY TYPE (LAST 4 YEARS)* 


FIGURE 12 
2005-06 2006-07 2007-08 2008-09 
Total Plans 1,304 13332 1,390 1,377 
Defined Benefit 345 357 Sel 349 
Combination 87 89 vie 98 
Defined 
Contribution 872 884 904 G32 
Total Membership 576,000 582,000 594,000 612,000 
Defined Benefit 383,000 386,000 391,000 357,000 
Combination 99,000 98,000 99,000 139,000 
Defined 
Contribution 94,000 98,000 104,000 116,000 
Total Assets $116 billion $130 billion $132 billion $109 billion 
Defined Benefit $95 billion $108 billion $109 billion $81 billion 
Combination $18 billion $19 billion $19 billion $25 billion 
Defined 
Contribution $3 billion $3 billion $4 billion $3 billion 


*as at March 31* 


As at March 31, 2009, there were 1,379 private pension plans registered under the 
Pension Benefits Standards Act, 1985 (PBSA), covering over 612,000 employees. 
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PRUDENTIAL REGULATION IN CHALLENGING TIMES 


Risk Assessment, Supervision 
and Intervention 


Through the challenging economic and financial 
conditions of 2008-2009, OSFI continued to 
monitor carefully the condition of private pension 
plans and, to the extent possible, that of their 
sponsors, and intervened when necessary to 
protect promised benefits. 


Many plans were facing challenges during 
2008-2009 and OSFI identified some as 

requiring closer scrutiny. Plans with financially 
weak sponsors and defined benefit plans with 
negotiated contributions are particularly vulnerable 
to funding pressures and volatility. OSFI worked 
to address potentially risky situations in a timely 
manner, to promote actions that mitigate risks and 
to intervene where appropriate. 


Adjustments to Pensions 


As required by the Pension Benefits Standards Act, 1985, plan sponsors report the extent to 
which they have provided inflation protection and the source of funds for the adjustments. 


Inflation Protection 


increased deferred pensions. 


In 2008-2009, 23% of the plans that offer defined benefits reported increases in pensions being 
paid out, i.e., retirees’ pensions (compared to 21% the previous year). Of these plans, 50% also 


Increases were based on full Consumer Price Index (CPI) in 37% of cases, 25% on partial CPI 
and 38% using other formulae, such as excess interest, a flat dollar amount, or a percentage of 
pension payment. In 74% of cases (61% in 2007-2008), adjustments were made as a result 


of collective agreements or were required by the plan text. In the remaining cases, employers 


made voluntary adjustments. 


Source of Funds for Adjustments 


During 2008-2009, 24% of the plans that made adjustments to pensions did so using surplus 
funds or gains (compared to 34% the previous year). The remainder used sources outside 
the pension fund, created unfunded liabilities, or used some combination of options to 


improve pensions. 


In 22% of cases, where plans had surplus/gains, they improved benefits, while in 63% of 
cases the employer used surplus/gains to reduce contributions. The remaining 15% used 
their surplus/gains for both. This is a small change from 2007-2008, when 25% used surplus/ 
gains to improve benefits and 61% reduced contributions while 14% did both. 


ees 


Director, Supervision, Private 
Pension Plans Division, 
Regulation Sector 


Linda Maher 


Senior Pension Analyst, 
Private Pension Plans 
Division, Regulation Sector 


Christopher Eccles 
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OSFI continued to monitor 


carefully the condition of private 


pension plans... and intervened 


1ecessary to protect 


This past year, OSFI completed the review of 
its pension risk assessment framework that was 
begun in 2006-2007. In addition, initiatives 

are well underway to upgrade the systems that 
support our supervisory efforts. These initiatives 
will be implemented over the next few years. 


While the framework has changed, OSFI still 
believes that the main pillars of the risk assess- 
ment framework for pension plans are: tiered risk 
indicators, solvency testing, on-site examinations, 
the watch list and use of intervention powers. 


Tiered Risk Indicators 


OSFI uses a series of tiered risk indicators to 
detect risks based on information submitted 
in regulatory filings. Based on these indicators, 
certain plans are identified as higher risk. In an 


effort to assess whether further action should be 
taken, these higher risk plans are subjected to a 
more detailed analysis by OSFI’s pension plan 
supervisors. In 2008-2009, this analysis affected 
16% of plans that submitted regulatory filings. OSFI 
reviewed its risk indicators during 2008-2009, in 
order to ensure their continued relevance. 


Solvency Testing 


Early detection of solvency and funding problems 
is a key element in safeguarding members’ benefits. 
OSFI runs a solvency test on a semi-annual basis 
to estimate solvency ratios for all defined benefit 
pension plans. This test provides OSFI with 
important information, allowing it to intervene 
earlier in higher-risk pension plans. (See figure 13) 


Through this testing, OSFI identified under-funded 
pension plans that were taking contribution 
holidays. In certain instances, it was OSFI’s view 
that the taking of contribution holidays was not 
prudent. OSFI took action, ranging from requesting 
plan sponsors to cease contribution holidays, to 
requiring enhanced notification to members, and/ 
or filing of an early actuarial valuation report to 
trigger enhanced funding. 


Defined Benefit Plans Estimated Solvency Ratio (ESR) Distribution (past 3 years)* 


FIGURE 13 


NUMBER OF PLANS 


0.8-0.9 0. 


9 


0.7-0.8 


M December 2006 M December 2007 December 2008 


=1.0 10-11 


U1=1.2 1.2=1.3 13314 145155 >1 


*as at December 31% 


There was a significant increase in the number of plans with an ESR < 1.0 at the end 


of December 2008. 


PRUDENTIAL REGULATION IN CHALLENGING TIMES 


On-Site Examinations 


OSFI’s risk-based supervisory approach includes 
on-site examinations of selected pension plans, 
allowing OSFI to enhance its assessment of both 
the plan’s financial situation and the quality of 
administration. 


OSFI performed a number of on-site examina- 
tions during the year, and also completed detailed 
desk reviews of selected plans. OSFI continued 
to focus on governance, risk management and 
disclosure to members — all areas that have 
generally been identified as requiring more 
attention from plan administrators. 


OSFI remains committed to providing timely 
information to plan administrators. The target 
turnaround time to issue the findings of on-site 
examinations was 85 days. The average turnaround 
achieved in 2008-2009 was 26 working days. 
Consequently, for 2009-2010 the target for report 
issuance has been significantly reduced to within 
35 working days of the examination wrap-up 
meeting — a 59% improvement. 


The target turnaroun d time 
to issue the findings of on-site 

. : | 1 nya! 
examinations ... has been 
1 


significantly reduced 


Watch List 


Consistent with a risk-based approach to supervi- 
sion, OSFI considers the size of the plan’s deficit 
and the sponsor’s capacity to fund it. Pension 
plans that give rise to serious concern, due to their 
financial condition or for other reasons, are placed 
on a watch list and are actively monitored. 


The number of private pension plans on OSFI'’s 
watch list increased during 2008-2009 from 59 at 
the start of the year to 74 at the end of the year. 
Of these, 62 were defined benefit plans (49 in 
2007-2008) and 12 were defined contribution 
plans (10 in 2007-2008). During the course of 
2008-2009, 42 new plans were added to the 
watch list and 27 were removed, in part due 

to OSFI’s intervention. (See figure 14) 


Intervention 


OSFI continued to work closely with plan 
sponsors, administrators, custodians and other 
stakeholders in order to find reasonable solutions 
to issues that OSFI believes may jeopardize 
members’ benefits. 


In 2008-2009, OSFI intervened with respect to 
high-risk pension plans, including taking measures 
to enforce minimum funding requirements and 
ensure timely remittance of contributions. OSFI 
also used its authority to require plans to restrict 
portability of benefits, with the objectives of 
stopping the impairment of the pension fund 
and providing equitable treatment of all members 
and beneficiaries in situations where the future 

of a plan is uncertain. 


Watch List Trend by Plan Type (past 4 years)* 
FIGURE 14 


@ Defined Benefit Mi Defined Contribution 


2005-06 2006-07 2007-08 


2008-09 


*as at March 31" 


“tives eerralbc of pension plans on OSFI’s 
watch list increased to 74 in the fiscal year 
2008-2009 from 59 in 2007-2008. 
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Rules and Guidance 


OSFI strives for a balance between making rules that 
protect members’ benefits while not impeding the 
provision of pension plans by employers. Setting 
rules and guidance is done through co-operation 
and consultation with major stakeholders and 
other regulators. 


In 2008-2009, OSFI continued to promote respon- 
sible pension plan governance and actuarial practices 
by working closely with the Canadian Institute 

of Actuaries and the Canadian Association of 
Pension Supervisory Authorities (CAPSA). OSFI 
is a member of CAPSA, a forum for discussing 
common issues faced by federal and provincial 
pension plan supervisory authorities. 


with Private Pension Plans 


between OSFI and private pension plans. 


are positive in most areas. 


Detailed Findings 


Highlights of the 2008-2009 Consultations 


In February 2009, TNS Canadian Facts, an independent research firm hired by OSFI, conducted a 
survey with administrators and professionals of the private pension plans OSFI regulates.* The 
primary objectives of the research were to obtain an assessment of OSFI’s effectiveness as a 
supervisor and regulator and to collect suggestions for improvements. The questionnaire was 
administered via an on-line survey and through telephone interviews. As well, a small number 
of in-depth interviews were conducted to gather specific feedback on communications 


Despite challenging times as a result of the economic downturn, overall impressions of OSFI 


e Among respondents, almost two-thirds (64%) are satisfied with OSFI as the regulator and 


supervisor of federally regulated private pension plans, and 76% of administrators believe 
that OSFI does a good job at contributing to making federally regulated private pension 
plans better administered than they were in the past. 


Three-quarters of plan administrators report OSFI is effective in monitoring and supervising 
their plans, while a strong majority (71%) indicate OSFI is effective in identifying actual and 
potential problems in pension plans. (See figure 15) 


About two-thirds (67%) of administrators report they are satisfied with OSFI when it comes 
to processing applications from their plans, and a majority are satisfied with the timeliness 
with which OSFI processes requests for approval. (See figure 16) 


More than three-quarters (76%) of administrators feel that OSFI’s guidance is effective 
in indicating OSFI’s expectations, while 61% believe that OSFI develops regulations and 
guidance that strike an appropriate balance between the interests of plan sponsors and 
plan members. A majority of administrators (61%) also believe OSFI does a good job of 
consulting with the pension plan industry when developing regulations and guidance. 


Some areas for improvement were identified and an action plan has been developed to 
address these, including in the area of regulations and guidance, and approvals. As well, 
respondents offered suggestions to enhance communications. 


* TNS Canadian Facts conducted the consultations on OSFI’s behalf. In early 2009, nearly 800 administrators and professionals, 
representing almost all of the private pension plans regulated by OSFI, were invited to participate in the survey. Of these, 
277 individuals participated, for an overall response rate of 35%. OSFI does not know who participated. The report is posted 
on OSFI’s Web site under About OSFI/Reports/Consultations and Surveys. 


PRUDENTIAL REGULATION IN CHALLENGING TIMES 


OSFI’s Effectiveness in Monitoring 
and Supervising Pension Plans 
FIGURE 15 
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Satisfaction with OSFI’s Timeliness 


in Processing Requests for Approval 
FIGURE 16 
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Three-quarters (76%) of pension plan 
administrators rate OSFI as somewhat or 
very effective in monitoring and supervising 
their federally regulated private pension plans. 
ELLE EESTI LLL ID SOT EEE ELIS EE LEIS LEED LLL DLE LLL, 


A majority (60%) of pension plan 
administrators are either somewhat or very 
satisfied with OSFI’s timeliness in processing 
requests for approval from their plans. 

SPIER SONY TILDE ERS DOS LE PEI LG LEE LITLE TSS SSE SILER TT PEDALS SEEDER ELIOT, 


OSFI worked with the Department of Finance 
to develop legislation and regulations for phased 
retirement, an initiative that was announced in 
the 2007 Federal Budget. Regulations setting out 
the information that plan administrators must 
provide to plan members prior to entering a 
phased retirement arrangement were passed at 
the end of March 2009. Changes to the PBSA 
supporting phased retirements came into force 
at the same time. 


In the 2008 Federal Budget, the Government 
of Canada announced a commitment to make 
regulatory changes to provide new options for 
unlocking funds from federally-regulated Life 
Income Funds (LIFs) and Locked-In Registered 
Retirement Savings Plans (Locked-In RRSPs). 
OSFI worked closely with the Department of 
Finance this past year to develop the rules for 
these changes, resulting in detailed FAQs that 
were published on the OSFI Web site. 


In the fall of 2008, the Government of Canada 
announced, as part of its economic and fiscal 
statement, that it would provide solvency funding 
relief for defined benefit pension plans under 
certain conditions. OSFI assisted in the drafting 
of these regulations. 


In support of the Solvency Funding Relief 
Regulations, and in light of the exceptional 
economic circumstances in 2008-2009, OSFI 
published a specification on asset smoothing for 
solvency valuations in March 2009. This specifica- 
tion will give pension plans greater flexibility in 
setting solvency funding requirements for 2009. 


4] 
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In keeping with the objectives of promoting 
transparency and improving stakeholders’ 
understanding of OSFI’s expectations, OSFI 
published a number of new and revised instruction 
guides — some with standardized checklists or 
reports on topics such as asset transfers between 
defined contribution pension plans and terminations 
of defined contribution pension plans. OSFI also 
issued an instruction guide on the preparation 

of actuarial reports for defined benefit pension 
plans, in order to inform the pension industry 

of current filing and reporting requirements, and 
policies applicable to the preparation of actuarial 
reports. Finally, OSFI issued a guidance note on 
disclosing the ability to reduce benefits in 
Negotiated Contribution Defined Benefit Plans 
(NCDB) plans. 


The newsletter PBSA Update (renamed InfoPensions) 
was published twice during the fiscal year. This 
newsletter provides announcements and reminders 
on issues relevant to federally regulated private 
pension plans as well as descriptions of how OSFI 
applies selected provisions of the pension legislation 
and OSFI guidance. 


OSFI is also in the process of reviewing and 
updating previously published policy advisories 
and posting them to a new area of the pensions 
page of the OSFI Web site under Regulated 
Entities/Pensions Plans/Pension Policy Advisories. 


PRUDENTIAL REGULATION IN CHALLENGING TIMES 


Approvals 


Federally regulated private pension plans are 
required to seek approval from the Superintendent 
of Financial Institutions for different types of 
transactions affecting pension plans, including 
plan registration, asset transfers between registered 
pension plans, full and partial plan terminations, 
refunds of surplus, or reduction of benefits. 


During 2008-2009, OSFI continued to streamline 
processes to improve timeliness while ensuring 
complex transactions are carefully considered. 
In addition, OSFI pursued enhancements to 

its automated systems to support the pension 
approvals function, to be completed in early 
2009-2010. As a result of its focused effort to 
reduce the backlog in requests for approvals — 
which included refining internal approval 
processes and publishing additional approval 
instruction guides to the pension industry — 
OSFI has cut the number of outstanding 
requests for approval by 24%. 


The number of transactions requiring the 
Superintendent’s approval remained fairly steady. 
During the year, OSFI processed 149 applications 
for approval and received 124 new requests. 

In 2008, 55 new plans were registered with 
OSFI. Of these, 12 were defined benefit plans. 

A further 18 registered plans, affecting about 

500 members, informed OSFI that they were 
terminating or consolidating. 


Since its Aston in 2001, IAG has administered and operated its technical assistance program 
by conducting needs assessments and providing hands-on technical advice, training, workshops and 
seminars, primarily to supervisors in the Caribbean, Latin America, Asia and Africa. IAG also collabo- 
rates with a number of regional banking and insurance associations and other technical assistance 
providers such as the Caribbean Regional Technical Assistance Centre. In addition to “classroom 
training,” IAG is increasingly working side-by-side with foreign supervisors to help them “put into 
practice” the concepts and training they have received. 


During 2008-2009, IAG delivered bilateral or multilateral programs, sometimes in partnership with 
other technical assistance providers, in 28 different jurisdictions. In total, IAG delivered or participated 
in 45 programs that provided technical assistance to almost 1,500 participants. 


OSFI continues to support the Toronto International Leadership Centre for Financial Sector 
Supervision by participating on the Board of Directors and providing resources, most notably Program 
Leaders and Presenters, to assist with the delivery of programs. Through the Centre, individuals with 
substantial experience in financial supervision from Canada and abroad help supervisors acquire the 
knowledge and leadership skills to build effective supervisory regimes in their countries. 
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In 2008-2009, IAG began implementing recom- candidates may be identified. Tier 3 comprises 


mendations stemming from an independent review __ technical assistance through partnerships with 

of its program conducted for CIDA. A key goal international and regional organizations whose 

is strategic concentration of IAG activities aim is to develop standards and build the capacity 
through a tiered approach to the delivery of of countries to enable them to comply. Going 
technical assistance. Tier 1, the highest priority, forward, IAG expects increasingly to focus its 
includes a small number of target/partner countries efforts on Tier | activities, and anticipates more 
where conditions offer a high probability of countries will become eligible for this level 
effecting desired change (e.g., country executive of assistance. 


buy-in, sufficient resources, strong interest, 


During 2008-2009, the following 28 jurisdictions 


knowledgeable staff, etc.). These countries are 
benefited from IAG technical assistance by 


eligible for more frequent and comprehensive 


technical assistance. IAG identified three such : : en 
countries in 2008-2009: Barbados, Dominican Brunei, Chile, Colombia, Dominican Republic, 
El Salvador, Ghana, Guatemala, Guyana, 


Indonesia, Jamaica, Jordan, Malaysia, Mexico, 


hosting programs: Antigua, Barbados, Bolivia, 


Republic and Ghana. Three-year development 
plans have been established for the supervisory 


bodies in these countries, beginning in 2009-2010. Nigeria, Papua New Guinea, Peru, Philippines, 


Sierra Leone, South Africa, St. Kitts, Switzerland, 
Tier 2 comprises the continued provision of Thailand, Tonga, Trinidad and Tobago, Vietnam. 
short-term technical assistance to meet requests 


from many countries, out of which potential Tier 1 


BASEL |] IMPLEMENTATION WORKSHOP IN TRINIDAD AND TOBAGO 


OSFI’s James Bruce of the International Advisory Group, and Ben Gully of the Supervision Support 
Group are pictured during the May 2008 Basel II Implementation Workshop in Trinidad and Tobago, 
with participants from the following countries: Bahamas, Barbados, Belize, British Virgin Islands, 
Cayman Islands, Guyana, Jamaica, Haiti, Trinidad and Tobago, and Turks and Caicos. 
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rial ieee tad advice to the 
€ Canada Pension Plan (CPP) stakeholders. 


8" Actuarial Report on the Old Age Security Program 


The OCA is required by law to produce an actuarial report on the Old Age Security (OAS) Program 
every three years. The 8" Actuarial Report on the OAS program as at December 31, 2006 was tabled on 
June 17, 2008. Prepared by the Chief Actuary of Canada, this triennial actuarial report on the OAS program 
provides information to evaluate the future expenditures of the OAS program over a long period (75 years). 
The report facilitates a better understanding of the status of the Program and the factors that influence its 
costs, contributing to an informed public discussion of issues related to it. 


The Old Age Security program is one of the cornerstones of Canada’s retirement income system. 
Benefits include the basic Old Age Security pension, the Guaranteed Income Supplement and the 
Allowance. The Old Age Security program is financed from Government of Canada general tax 
revenues. The basic Old Age Security pension is a monthly benefit available to most Canadians 65 
years of age or over who meet residence requirements. 
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The Guaranteed Income Supplement and the 
Allowance are monthly benefits paid to residents 
of Canada who receive a basic, full or partial Old 
Age Security pension and who have little or no 
other income. The Allowance includes an allow- 
ance for persons whose spouse or common-law 
partner has died and is paid monthly between the 
ages of 60 and 64. It is designed to recognize the 
difficult circumstances faced by many surviving 
persons and by couples living on the pension of 
only one spouse or common-law partner. 


In 2008, about 4.5 million Canadians received 
OAS benefits, with a total value of approximately 
$34 billion. The report’s key findings show that 
over the long term, as larger numbers of Canadians 
reach age 65 and life expectancy continues to 
increase, that total OAS expenditures are projected 
to increase from 2.2% of the gross national 


product (GDP) in 2008 to 3.1% of GDP in 2030. 


External Peer Review of the 
23" CPP Actuarial Report 


The OCA is constantly looking for better ways to 
work, and to be more responsive to client needs. 
Innovations are put in place whenever possible 
and the OCA is continually working to strengthen 
its internal and external communications. The 
external peer reviews of CPP actuarial reports and 
their ensuing recommendations have helped the 
OCA achieve these objectives and ensure that the 
OCA continues to provide a valuable service with 
tangible benefits to Canadians. 


The OCA released, in April 2008, the findings 
of an external peer panel commissioned to 
review the 23” Actuarial Report on the Canada 


Pension Plan (CPP). Key findings were reported 
in the 2007-2008 Annual Report and are 
available on the OSFI Web site under Office 
of the Chief Actuary. 


The peer review resulted in 12 recommendations 
dealing with various aspects of the report including 
data, methodology, communication of results, and 
other actuarial issues. The review requested the 
Chief Actuary to maintain the tradition of 
continual improvements to actuarial methods 
and to work towards addressing the needs of 
both the broad audience and more technical 
readers of actuarial reports. 


The OCA has either taken action or plans to take 
action on some measures in order to improve the 
CPP review process. In particular, the OCA will 
continue to broaden its sources of information 
before setting assumptions. The work performed 
by the Chief Actuary as Chairman of the ISSA 
Commission on Statistical, Actuarial and 
Financial Studies and the organization of the 
ISSA 16% Conference in Ottawa, September 2009, 
will help gather opinions from international 
experts. The OCA will also continue to obtain 
expert advice from various fields such as demo- 
graphics, economics, statistics and investments. 


To further increase the transparency and indepen- 
dence of the peer review process, an external party 
was responsible for the oversight of the review. 
The United Kingdom Government Actuary’s 
Department (GAD) selected the peer review 
panel members and released an opinion in 
April 2008 on the work performed by the 
external panel. The GAD opinion noted that 
the work carried out for the review and the 
review document adequately addresses the issues 
set out in the terms of reference and that the 
three reviewers were able to reach agreement 

on all of the opinions and recommendations set 
out in the review report. (The GAD opinion 

is also available on the OSFI Web site.) 


Kimberley Burt Actuarial Officer, Office of 
the Chief Actuary 
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Canada Student Loans 


Program Actuarial Review 


The OCA completed its 7 annual review of the 
Canada Student Loans Program (as of July 31, 
2007) in June 2008. This report was then sent to 
the Ministers of Finance and Human Resources 
and Skills Development Canada. The CSLP report 
is prepared in order to provide a credible evaluation 
of the program’s overall financial costs and increase 
the level of information available to Parliament and 
the public. The Budget Implementation Act, 2009, 
which received royal assent on March 12, 2009, 
now deems the Annual CSLP Actuarial Report 

as statutory. Thus, future reports will be tabled 

in Parliament beginning with the report produced 
for the loan year ending July 31, 2008. 


Reports, Services, 
Presentations and 
Special Studies 


The OCA completed and tabled a number of 
reports in 2008-2009, providing actuarial infor- 
mation to decision makers, Parliamentarians 

and the public, increasing transparency and 
confidence in the retirement income system. 
Though completed in 2007-2008, the report on 
the pension plans for the Members of Parliament 
was tabled in Parliament on April 28, 2008. The 
OCA also continued ongoing work for upcoming 
actuarial reports such as: the Pension Plan for the 
RCMP (as at March 31, 2008), the Pension Plan 
for Canadian Forces (as at March 31, 2008), the 
Pension Plan for the Public Service of Canada 

(as at March 31, 2008), Public Accounts of 
Canada (as at March 31, 2008), and the eighth 
CSLP review (as at July 31, 2008). 


Other services provided by the OCA during 
the year included: 


¢ Update of expert witness reports to the 
CPP Pension Appeals Board 


© Ongoing advice and support to the federal- 
provincial CPP committee of officials 


° Public Accounts actuarial reports on the major 
public sector pension plans sponsored by the 
government including information used in 
the financial statements of the Public Service, 
Canadian Forces and RCMP pension plans 


¢ Public Accounts actuarial reports for the Public 
Service Health Care Plan and pensioners’ 
Dental Service Plan, and assessment of the 
workers’ compensation actuarial liability 
for the accounting of retirement and post- 
employment benefits under the government 
accrual accounting policies 


* Public Accounts actuarial report on Pension 
Act-related post-employment benefits for 
the Canadian Forces, including war veterans 


© Ongoing advice to a range of federal depart- 
ments and agencies including Treasury Board 
Secretariat, Justice, Judicial Compensation and 
Benefits Commission, Veterans Affairs Canada, 
Canadian Forces, members of the RCMP and 
Crown Corporations 


e Annual meetings, ongoing advice and support 
given to the CPP Investment Board, the Public 
Sector Pension Investment Board and the Joint 
Meeting of the Public Service, RCMP and 
Canadian Forces Pension Advisory committees 


e Work as Chair of the International Social 
Security Association (ISSA) Technical 
Commission on Statistical, Actuarial and 
Financial Studies 


The Chief Actuary or his staff spoke about the 
content of the most recent CPP Actuarial report 
on seven different occasions to a range of audiences 
including the Joint Colloquium of International 
Actuarial Associations, the 33" Annual conference 
of the ASDEQ, the Board of Directors of CCPIB, 
the Canadian Institute of Actuaries, the International 
Seminar of the Korean National Pension Research 
Institute, the Technical Seminar of the ISSA 
Technical Commission on Statistical, Actuarial and 
Financial Studies, and the 21‘ Century Retirement 
System Symposium, as part of the Society of 
Actuary’s strategic project, Retirement 20/20. 
The OCA also delivered two presentations with 
regard to the Canada Student Loan Program 
actuarial review to the Intergovernmental 
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Consultative Committee on Student Financial 
Assistance and to the National Advisory Group 

on Student Financial Assistance. For a complete 

list of papers presented and conferences, see OSFI’s 
Web site under Office of the Chief Actuary. 


The OCA maintained the tradition 
of continual improvements 

to actuarial methods by 
applying more extensive and 


Lees : [Nae Aa hatin <i a 
sophisticated stocnastic analysis 
1 


as recommended by the CPP 


Peer Review Panel. 


The OCA is continuously involved in preparing 
various experience studies and research covering 
a wide range of social security, demographic and 
economic issues that may affect the financial 
status of pension or benefits plans. Some of these 
studies also serve to support policy makers in 
developing and analysing various policy options 
in the context of plan reforms. The information 
presented in these studies could benefit private 
sector organizations that evaluate social security 
or private pension plan schemes. 


In 2008-2009, the OCA maintained the tradition 
of continual improvements to actuarial methods 
by applying more extensive and sophisticated 
stochastic analysis, as recommended by the CPP 
Peer Review Panel. 


PRUDENTIAL REGULATION IN CHALLENGING TIMES 


Jean-Claude Ménard 


Jean-Claude Ménard was appointed 
Chief Actuary in August 1999. Prior 
to joining OSFI, Mr. Ménard held 
progressively senior roles with the 
Quebec Pension Board, culminating 

in his appointment as Chief Actuary and 
Director of Valuation in 1995. From 2002 
to 2007, he was Vice-Chairman of the 
Technical Commission of Statistical, 
Actuarial and Financial Studies of the 
International Social Security Association 
(ISSA). In 2008, he became Chairman 
of that Commission. In this capacity, he 
is the official representative of the ISSA 
and the Canadian Institute of Actuaries 
on the Social Security Committee of 
the International Actuarial Association. 
In February 2008, he was appointed 
member of the National Academy of 
Social Insurance (NASJ), a non-profit 
organization made up of the leading 
experts on social insurance. 


Chief Actuary 


- 2009. OSFI . employees well informed of current issues and provided opportunities to share 
ides through programs such as employee orientation sessions and town hall meetings. Additional 
tools, such as the Superintendent’s memos to all staff and an expert speaker series, helped convey 
new developments and related information. 


Enhancing Information Management 


The Projects and Information Management/Information Technology Services Group continued to 
support the achievement of OSFI’s long-term priorities through the delivery of key priority projects 
and on-going implementation of its multi-year plan. 


One of the key initiatives completed in 2008-2009 was implementation of a secure Web solution for 
the insurance industry to file their returns to OSFI. The solution is scheduled for roll out to pension 
plans in spring 2009, in time for annual return filing. OSFI also began development and implementation 
of the pension plan approval case management system. 


Other projects included the upgrade of OSFI’s external electronic security perimeter monitoring to 
identify and mitigate potential external security threats, and implementation of consistent lifecycle 
standards for all hardware and software components of our infrastructure. Both projects will improve the 
confidentiality, integrity and availability of critical infrastructure components. 


A performance management initiative was launched to allow improved tracking of key operational 
metrics and licence compliance. 


In addition, OSFI completed a number of enhancements to its reporting and analytical capabilities in 
support of the Supervision and Regulation sectors. A high level impact assessment of International 
Financial Reporting Standards (IFRS) Accounting Standards changes on internal systems was completed, 
with implementation targeted for 2011. 
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Managing Risks to the 
Working Environment 


In response to the findings of a 2007 Security 
Threat and Risk Assessment, OSFI conducted 

a full review of the security classification of 

its information and assets. This ensured that 
appropriate safeguards are in place for our 
information holdings in accordance with 
Government of Canada security policy requirements 
and in light of advancements in both information 
management and information technology. To 
help make everyone fully conversant with their 
responsibility for organizational security, mandatory 
training sessions were approved for all staff. 


In September 2008, a power outage of three 
business days’ duration at our Ottawa location 
provided an opportunity for real-life testing of 
OSFI’s contingency plans. The situation demon- 
strated that while OSFI was able to respond in 
an effective manner, more work was required to 
update divisional and sector business continuity 
plans, and to confirm that the current backup 
Emergency Command Centre infrastructure still 
addresses OSFI’s needs in most types of crisis 
scenarios. A gap analysis has been conducted 
and recommendations will be developed in 


2009-2010. 


Jacques Babin Communications Support 


Corporate Services Sector 


Senior Human Resources 
Advisor, Human Resources 


Jocelyne Charette 


Corporate Services Sector 


Services Manager, Communica- 
tions and Public Affairs Division, 


and Administration Division, 


Additional resources were hired 


to deal with... increased demand 


for specialized skills in a number 


of areas. 


Human Resources Planning 


In 2008-2009, OSFI refreshed its Human 
Resources (HR) strategy and developed a three- 
year HR plan that complements and supports 
OSFI’s Plan and Priorities, Business Plan, and 
Enterprise-wide Risk Management framework. The 
plan outlines the major HR opportunities and 
challenges OSFI faces as an organization while 
responding to demands arising from the continued 
economic crisis going into 2009. The plan defines 
the steps that will be taken to address potential 
challenges such as responding to the elevated risk 
in the financial sector, and the need for specialized 
skill sets to support cross-sector reviews. 


PRUDENTIAL REGULATION IN CHALLENGING TIMES 


Recruitment and Retention 


Additional resources were hired to deal with 
changes in the economic environment over the 
past year and looking forward, and the resulting 
increased demand for specialized skills in a 
number of areas, including capital markets, 
credit risk and research. OSFI implemented 
targeted recruitment strategies, including 
significant hiring in the Supervision sector in 
Toronto and proposing a university recruitment 
program to start in the fall of 2009. We also 
reviewed our compensation structure to 
determine whether it remains competitive. 


Developing Staff 


As part of its HR planning process, OSFI identifies 
staff development needs. This year, we conducted 
a training needs analysis that focused on critical 
skills and knowledge gaps. These were prioritized 
and training programs implemented to address 


those gaps. For example, OSFI delivered focused 
training on structured products, liquidity manage- 
ment and trading operations to better prepare 
them to identify emerging risks. A new 360-degree 
feedback of executive leadership skills was approved 
by the Executive Committee to replace our existing 
program. It will be implemented in 2009. 


Similar to both the public and private sectors, 
roughly a quarter of OSFI’s employees are eligible 
for retirement in the next three years. Succession 
plans are in place for critical and vulnerable 
positions at OSFI, and a skills repository is being 
piloted to better manage needs and capacity in 
key core skills areas. 
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Financial Review and Highlights 
OSFI recovers its costs from several revenue sources. OSFI is funded mainly through asset-based, 
premium-based or membership-based assessments on the financial institutions and private pension 


plans that OSFI regulates and supervises, and a user-pay program for legislative approvals and other 
selected services. 


The amount charged to individual institutions for OSFI’s main activities of risk assessment and 
intervention (supervision), approvals and rule making is determined in several ways, according to 
formulas set out in regulations. In general, the system is designed to allocate costs based on the 
approximate amount of time spent supervising and regulating each industry. Costs are then assessed 
to individual institutions within an industry based on the applicable formula, with a minimum assess- 
ment for smaller institutions. 


Staged institutions are assessed a surcharge on their base assessment, approximating the extra 
supervision resources required. As a result, well-managed, lower-risk institutions bear a smaller 


share of OSFI’s costs. 


OSFI also receives revenues for cost-recovered services. These include revenues from the Canadian 
International Development Agency (CIDA) for international assistance, revenues from provinces for 
which OSFI provides supervision of their institutions on contract, and revenues from other federal 
organizations to which OSFI provides administrative support. 


OSFI collects late and erroneous filing penalties from financial institutions that submit late and/or 
erroneous financial and corporate returns. These penalties are billed quarterly, collected and remitted 
to the Consolidated Revenue Fund. By regulation, OSFI cannot use these funds to reduce the amount 
that it assesses the industry in respect of its operating costs. 


The Office of the Chief Actuary is funded by fees charged for actuarial services relating to the Canada 
Pension Plan, the Old Age Security program, the Canada Student Loans Program and various public 
sector pension and benefit plans, and by a parliamentary appropriation. 


Overall, OSFI fully recovered all its expenses for the fiscal year 2008-2009. 


OSFI’s total expenses were $93.3 million, a $6.7 million, or 7.8%, increase from the previous year. 
Human resources costs, the main driver of OSFI’s expenses, rose by $5.6 million, or 8.9%. This was 

a result of filling existing vacancies and newly created positions, planned growth in employee compen- 
sation in accordance with collective agreements, and performance-related pay, which is available to 
employees at all levels within the organization. 


OSFI’s average number of full-time equivalent employees during the year was 480, a 4.4% increase 
from the previous year. OSFI ended the year with an actual head count of 501, a 7.3% increase from 
its head count of 467 as at March 31, 2008. 


PRUDENTIAL REGULATION IN CHALLENGING TIMES 


Federally Regulated Financial Institutions 


REVENUES 


Total revenues from federally regulated financial 
institutions were $80.3 million, an increase of 
$6.4 million, or 8.7%, from the previous year. 
Base assessments on financial institutions, which 
are recorded at an amount necessary to balance 
revenue and expenses after all other sources of 
revenue are taken into account, increased by 
$7.3 million, or 10.8%, from the previous year. 


Revenues for cost-recovered services decreased 
by $1.9 million, or 59.1% as a result of the 
expiry during 2007-2008 of the Memoranda 
of Understanding with major banks for the 
implementation of the internal ratings-based 
approach of the New Capital Adequacy 
Framework (Basel II). 


Revenues from user fees and charges increased 
by $1.0 million, or 36.0%, from the previous year 
due to a greater number of staged institutions. 


BASE ASSESSMENTS BY INDUSTRY 


Cumulative Growth Rates from Fiscal Year 2004 


2003-2004 2004-2005 2005-2006 


EXPENSES 


Total expenses were $79.8 million, an increase 

of $6.3 million, or 8.6%, from the previous year. 
Human resources costs rose as a result of the 
hiring of additional supervisory staff and staff 
with special knowledge of credit, market and 
operational risks, and planned growth in employee 
compensation. Other increases were in information 
management/information technology (IM/IT) 
costs, primarily due to higher amortization 
expense related to prior years’ capital investments, 
professional services costs for the engagement of 
industry specialists to assist with staged institu- 
tions and travel costs due to OSFI’s various 
international commitments. 


BASE ASSESSMENTS BY INDUSTRY 


Base assessments are differentiated to reflect the 
share of OSFI’s costs allocated to each industry 
group (base assessments are the costs allocated 
to an industry, less user fees and charges and 
cost-recovered services revenues). The chart 
below compares the growth of base assessments 
by industry group over the past five years. 


@ DTI Industry MP&C Industry MW Life Industry 


2006-2007 2007-2008 2008-2009 


Fiscal Year 
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The increase in base assessments on the deposit- 
taking (DTI) institutions industry during the 
period from 2004-2005 to 2007-2008 reflects 
OSFI’s efforts on the New Capital Adequacy 
Framework (Basel II) implementation, Anti- 
Money Laundering/Anti-Terrorism Financing 
(AML/ATF) activities, and international work 

on conceptual changes to accounting standards. 
The expiry in mid-2008 of the agreement with 
major banks related to the implementation of the 
internal ratings-based approach of the New Basel 
Capital Accord was a further contributing factor 
to the increase in 2007-2008. The increase in 
2008-2009 is attributed to the full-year impact 

of the expiry of this agreement, the growth in 
supervisory staff and the hiring of employees with 
current industry experience in credit, market and 
operational risks in order to focus more effort on 
higher risk institutions and products, and the early 
detection of problem loan portfolios. 


The increase in assessments on the property and 
casualty (P&C) insurance industry over the past 
five years reflects the increase in OSFI’s resources 
during 2003-2004 and 2004-2005 in response to 
this sector’s difficult economic conditions at the 
time, and OSFI’s heightened efforts on actuarial 


and capital adequacy matters effective 2006-2007. 


The increase in 2008-2009 reflects OSFI’s greater 
focus on this sector due to weakening industry 
and market conditions, and its efforts on the 
Minimum Capital Test (MCT). 


The decrease in assessments on the life insurance 
industry from 2004-2005 to 2005-2006 reflects 
the impact of consolidation among the major 
companies in this industry. The increase in 
2006-2007 and 2007-2008 was the result of 
OSFI’s heightened efforts on more frequent 
reporting on the conglomerate institutions in this 
sector, AML/ATF activities, and capital modeling. 
The decrease in 2008-2009 reflects OSFI’s 
reallocation of resources to higher risk institutions 
and products within the DTI and P&C industries. 


PRUDENTIAL REGULATION IN CHALLENGING TIMES 


Over the past five years, additional factors caused 
increases in base assessments on all industries: 
OSFI’s investments during 2006-2007 and 
2007-2008 in large IM/IT projects such as 
business intelligence for monitoring and analytics; 
significant shifts in revenue types as a result of 
the rationalization of the user-pay regime in 
2006-2007 and a reduction in surcharge assess- 
ments due to the favourable economic conditions 
at that time; and, effective 2006-2007, OSFI’s 
work on International Financial Reporting 
Standards (IFRS), which affects all regulated 
financial institutions. During 2008-2009, prevail- 
ing economic and market conditions resulted in 

a significant increase in the number of staged 
institutions across all industries, and hence in 
surcharge assessments. 


Federally Regulated Private Pension Plans 


FEES ASSESSED 


OSFI’s costs for regulating and supervising private 
pension plans are recovered from an annual fee 
charged to plans, based on the number of plan 
members. Plans are assessed a fee upon applying 
for registration under the Pension Benefits 
Standards Regulations, 1985 (PBSA) and upon 
filing their annual information return. Total fees 
assessed during the fiscal year were $7.9 million, 
up from $7.7 million a year earlier. 


The fee rate is established based on OSFI’s 
estimate of current year costs to supervise 

pension plans, adjusted for any excess or shortfall 
of fees in the preceding years. The estimate is then 
divided by the anticipated assessable membership 
to arrive at a per member fee. The rate established 
for 2008-2009 was $24.00 per assessable member, 
unchanged from the previous year. 


The excess or shortfall of fees in any particular 
year is amortized over five years in accordance 
with the fee formula set out in regulations. Prior 
to 2003-2004, accumulated surpluses had kept 
fee rates down; in 2003-2004 and 2004-2005, 
however, OSFI incurred unplanned expenses 
related to problem pension plans that depleted 
the surplus position. Subsequent fee rates have 
been set by regulation to recover the accumulated 
shortfall and the annual cost of administering the 
PBSA. The rate established and published in the 
Canada Gazette for 2009-2010 remains unchanged 
at $24.00 per assessable member. 


EXPENSES 


The cost of administering the PBSA for 2008-2009 
was $5.9 million, unchanged from the previous 
year. The growth in human resources costs, as a 
result of planned growth in employee compensa- 
tion, was offset by reductions in travel, professional 
services and corporate services costs. The first phase 
of the pensions processes and systems renewal 
project, which commenced during 2006-2007, was 
largely completed during 2008-2009. The second 
phase of this project will begin in 2009-2010 and 
is expected to be completed in 2010-2011. 


International Assistance 


Total expenses were $2.2 million, an increase of 
$0.2 million, or 10.0%, from the previous year. 
The increase is mainly attributed to planned 
growth in employee compensation. This program 
is funded primarily by the Canadian International 
Development Agency (CIDA), from which 
approximately three-quarters of the program 
costs are recovered. The balance of costs is funded 
by base assessments on federally regulated 
financial institutions. 


Office of the Chief Actuary 


The Office of the Chief Actuary is funded by fees 
charged for actuarial services and by an annual 
parliamentary appropriation. Total expenses were 
$5.4 million, an increase of $0.2 million, or 3.2%, 
from the previous year due to the planned growth 
in employee compensation. This was offset by 

a decrease in costs associated with the triennial 
review of the Canada Pension Plan incurred in 


2007-2008. 


FEES ASSESSED AND EXPENSES FOR FISCAL YEARS 2002-2003 TO 2008-2009 


($000, EXCEPT BASIC FEE RATE) 


2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 
Fees assessed 3,270 3,549 BWA 3,846 5 402 7,703 7,927 
Expenses eee eo) 4.919 5 AA? 5,875 el 5,931 
Sele I rey: 10.00 11.00 11.00 12.00 16.50 24.00 24.00 


per member 


*The minimum and maximum annual assessment per plan is derived by multiplying the annual assessment by 20 and 10,000 respectively. With an 
annual assessment of $24.00 per member, the minimum annual assessment is $480 and the maximum is $240,000. 
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Future Accounting Changes 


Transition to International Financial 


Reporting Standards (IFRS) 


In February 2008, the Canadian Accounting 
Standards Board (AcSB) confirmed that publicly 
accountable entities will be required to adopt 
International Financial Reporting Standards 
(IFRS) in place of Canadian Generally Accepted 
Accounting Principles (GAAP) for fiscal years 
beginning on or after January 1, 2011. The Public 
Sector Accounting Board (PSAB) is currently 
reviewing the Introduction to Public Sector 
Accounting Standards, which provides direction 
as to the appropriate basis of generally accepted 
accounting principles to be adhered to by govern- 
ment organizations. More specifically, PSAB is 
currently proposing to continue to allow other 
government organizations (OGOs), such as 
OSFI, to determine their most appropriate 

basis of accounting (between IFRS and the Public 
Sector Accounting Handbook). OGOs that deter- 
mine IFRS to be the most appropriate basis of 
accounting for their organization would follow 
the same transitional timeframe as publicly 
accountable entities. 


The primary users of OSFI’s annual report and 
the general purpose financial statements con- 
tained therein are regulated financial institutions 
and private pension plans — that is, the paying 
stakeholders to whom OSFI is accountable — and 
their respective industry associations who, on the 
whole, operate financially based on GAAP. These 
primary users will be adopting IFRS effective 
2011. OSFI is therefore also planning to adopt 
IFRS so that it may continue to provide relevant, 
reliable, comparable and understandable financial 
information to its paying stakeholders. 


PRUDENTIAL REGULATION IN CHALLENGING TIMES 


OSFI has chosen to approach the conversion 
in five phases: (1) diagnostic assessment; 

(2) design and planning; (3) assessment, 
design and development; (4) implementation; 
and, (5) post implementation review. During 
fiscal year 2008-2009, OSFI completed the 


diagnostic assessment phase. 


The IFRS transition plan is currently being 
finalized, including a timetable for assessing the 
impact on systems, internal controls over financial 
reporting and business activities. A formal project 
governance structure has been established that 
includes an executive IFRS steering committee. In 
addition, an external advisor has been engaged to 
provide advice and oversight during the various 
phases of the project. 


OSFI continues to monitor standards develop- 
ment as issued by the International Accounting 
Standards Board and the Canadian Institute of 
Chartered Accountants AcSB, as well as the PSAB. 
Such developments could affect the timing, 
nature or disclosure of the adoption of IFRS. 


The transition to IFRS is a significant undertaking. 
As the design and planning phase is still in 
progress, OSFI is unable to quantify the impact 
of IFRS on its financial statements. The following 
table outlines the elements of OSFI’s IFRS 
conversion plan along with an assessment of 
progress towards achieving these objectives. 

As the project progresses or further changes 

in regulation conditions occur, changes to 

the transition plan may be required. 


OSFI IFRS Changeover Plan 
Assessment as at March 31, 2009 


Project Phase Milestone Status 
Diagnostic assessment 


e Identify differences in Canadian External advisor’s report Completed 
GAAP/IFRS accounting policies presented to OSFl’s Executive 
and Audit Committees 


Design and planning 


e Launch project, establish Project structures in place In progress, 
project governance completion 
in 2009-2010 


¢ Develop training and 
communications plan 


Assessment, design and 


development 
e Identify solutions to IFRS Solutions approved by OSFI’s To be completed 
and evaluate Executive and Audit Committees in 2009-2010 


e Develop final solutions to IFRS 


Implementation 


¢ Rollout IFRS solutions Financial systems and To be completed 
. processes are able to capture in 2010-2011 
* Test and remediate and report IFRS information 


Post implementation review 


e Debrief management and Ongoing process post To be started 
assess implementation implementation in 2011-2012 


¢ Ongoing IFRS update and related 
changes management 
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Management’s Responsibility for the Financial Statements 


Responsibility for the integrity and objectivity of the accompanying financial statements and the 
consistency with all other information contained in this annual report rests with the Office of the 
Superintendent of Financial Institutions’ (OSFI’s) management. 


These financial statements, which include amounts based on management’s best estimates as 
determined through experience and judgement, have been prepared in accordance with Canadian 
generally accepted accounting principles for the private sector. Management has developed and 
maintained books of accounts, records, internal controls, management practices, and information 
systems designed to provide reasonable assurance that assets are safeguarded and controlled, that 
resources are managed economically and efficiently in the attainment of corporate objectives, and 
that transactions are in accordance with the Financial Administration Act and regulations and 
with OSFI’s policies and statutory requirements. 


OSFI’s Executive Committee oversees management’s preparation of the financial statements 
and ultimately approves the financial statements and related disclosures. The Audit Committee 
reviews and discusses with management and the external auditor OSFI’s audited annual financial 
statements and all significant accounting estimates and judgements therein, and recommends to 
the Superintendent the approval of the audited financial statements. 


The Auditor General of Canada, the independent auditor for the Government of Canada, has 
audited the financial statements of OSFI and reports on her audit to the Minister of Finance. 


td id 


Oa 


Julie Dickson 
Superintendent of Financial Institutions 


Gary Walker 
Assistant Superintendent 
Corporate Services 


Ottawa, Canada 
May 29, 2009 


PRUDENTIAL REGULATION IN CHALLENGING TIMES 


Auditor General of Canada 
Vérificatrice générale du Canada 


AUDITOR’S REPORT 


To the Minister of Finance 


| have audited the balance sheet of the Office of the Superintendent of Financial 
Institutions as at March 31, 2009 and the statements of operations and comprehensive 
income, accumulated deficit and cash flows for the year then ended. These financial 
statements are the responsibility of the management of the Office of the Superintendent 
of Financial Institutions. My responsibility is to express an opinion on these financial 
statements based on my audit. 


| conducted my audit in accordance with Canadian generally accepted auditing 
standards. Those standards require that | plan and perform an audit to obtain 
reasonable assurance whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements. An audit also includes assessing 
the accounting principles used and significant estimates made by management, as well 
as evaluating the overall financial statement presentation. 


In my opinion, these financial statements present fairly, in all material respects, the | 
financial position of the Office of the Superintendent of Financial Institutions as at March | 
31, 2009 and the results of its operations and its cash flows for the year then ended in 
accordance with Canadian generally accepted accounting principles 


Douglas G. Timmins, CA 


Assistant Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
May 29 , 2009 


240 rue Sparks Street, Ottawa, Ontario KIA 0G6 
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Office of the Superintendent of Financial Institutions 
BALANCE SHEET 


As at March 31, 2009 (in thousands of dollars) 


Note 2009 2008 
“ASSETS 
Assets 
Cash Entitlement $ 43,850 $ 36,335 
Accounts Receivable, net 5, 0 5,448 4,032 
Accrued Base Assessments 605 521 
Accrued Pension Plan Fees - 1,398 
Prepaid Expenses 763 862 
Capital Assets 9 11,630 Siro Wall 
TOTAL ASSETS $ 62,296 §$ 57,017 
LIABILITIES AND EQUITY OF CANADA 
Liabilities 
Accrued Salaries and Benefits $ 13,592 $ 11,619 
Accounts Payable and Accrued Liabilities 6 4,656 5,740 
Unearned Base Assessments 6,383 3,518 
Unearned Pension Plan Fees 598 - 
Other Unearned Revenue 992 638 
Employee Future Benefits 10 Cros? 7,964 
34,758 29,479 
Equity of Canada . 
Contributed Surplus 18 23,327 28,327 
Accumulated Deficit 18 (789) (789) 
27,538 27,939 
TOTAL LIABILITIES AND EQUITY OF CANADA $ 62,296 $ 57,017 
Contractual Obligations and Contingencies He] 


je 


JULIE DICKSON 


Superintendent of Financial Institutions 


The accompanying notes form an integral part of these financial statements. 
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Office of the Superintendent of Financial Institutions 


STATEMENT OF OPERATIONS AND 


COMPREHENSIVE INCOME 


For the year ended March 31, 2009 (in thousands of dollars) 


Note 2009 2008 
Regulation and Supervision of Federally 
Regulated Financial Institutions 
Revenue 16 $ SO scu S$ 73,860 
Expenses IG, 7 79,769 73,451 
Net Results before Filing Penalties Revenue 483 409 
Filing Penalties Revenue 14 486 374 
Filing Penalties Earned on Behalf of the Government (486) (374) 
Net Results 483 409 
Regulation and Supervision of Federally 
Regulated Private Pension Plans 
Revenue 16 Syl 5,876 
Expenses WG), 7 5,931 5,876 
Net Results 
International Assistance 
Revenue 16 1,689 1,566 
Expenses 16, 17 NYP OES 
Net Results (483) (409) 
Office of the Chief Actuary of Canada 
Revenue 16 4,512 4,338 
Expenses 16717 5,381 Sel | 
Net Results (869) (873) 
NET RESULTS OF OPERATIONS 
BEFORE GOVERNMENT FUNDING (869) (873) 

12 869 873 


Government Funding 


III 


NET RESULTS OF OPERATIONS AND 
COMPREHENSIVE INCOME 


ee 


The accompanying notes form an integral part of these financial statements. 


$ 


$ 
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Office of the Superintendent of Financial Institutions 
STATEMENT OF ACCUMULATED DEFICIT 


For the year ended March 31, 2009 (in thousands of dollars) 


2009 2008 


ACCUMULATED DEFICIT, BEGINNING OF YEAR $ (789) $ (789) 


Net Results of Operations and Comprehensive Income - . 


ACCUMULATED DEFICIT, END OF YEAR $ (789) $ (789) 


The accompanying notes form an integral part of these financial statements. 
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Office of the Superintendent of Financial Institutions 
STATEMENT OF CASH FLOWS 


For the year ended March 31, 2009 (in thousands of dollars) 


Note 2009 2008 
CASH FLOWS FROM OPERATING ACTIVITIES 
Cash Receipts from Financial Institutions, 

Pension Plans and Other Government Departments $ 104,631 $ 94,270 
Cash Paid to Suppliers and Employees (96,032) (87,633) 
Insurance Company Liquidations, net 1S) 1,028 . 
Filing Penalties Revenue 

Remitted to the Consolidated Revenue Fund 14 (486) (374) 
Net Cash Provided by Operating Activities 9,141 6,263 
CASH FLOWS FROM INVESTING ACTIVITIES 
Acquisition of Capital Assets 9 (1,624) (2,955) 
Net Cash Used in Investing Activities (1,624) (2,955) 
NET INCREASE IN CASH ENTITLEMENT Z,917 3,308 

CASH ENTITLEMENT AT BEGINNING OF YEAR 36,533 33,025 


CASH ENTITLEMENT AT END OF YEAR $ 43,850 $ 36,333 


The accompanying notes form an integral part of these financial statements. 


OSFI ANNUAL REPORT 2008-2009 


63 


Office of the Superintendent of Financial Institutions 


Notes to the Financial Statements 
For the year ended March 31, 2009 (in thousands of dollars) 


1. Authority and objectives 


Mandate 

The Office of the Superintendent of Financial Institutions (OSFI) was established by the Office of the 
Superintendent of Financial Institutions Act (OSFI Act) in 1987. Pursuant to the Financial Administration 
Act (FAA), OSFI is a department of the Government of Canada for the purposes of that Act and is 
listed in schedule I.1 of the Act. 


In 1996, OSFI subsequently received a legislated mandate that clarified its objectives in the regulation 
and supervision of federal financial institutions and private pension plans. Under the legislation, OSFI’s 
mandate is to: 


¢ Supervise federally regulated financial institutions! (FRFIs) and private pension plans 
to determine whether they are in sound financial condition and meeting minimum 
plan funding requirements respectively, and are complying with their governing law 
and supervisory requirements; 


Promptly advise institutions and plans in the event there are material deficiencies and 
take, or require management, boards or plan administrators to take, necessary corrective 
measures expeditiously; 


e Advance and administer a regulatory framework that promotes the adoption of policies 
and procedures designed to control and manage risk; 


¢ Monitor and evaluate system-wide or sectoral issues that may impact institutions negatively. 
In meeting this mandate, OSFI contributes to public confidence in the financial system. 


The Office of the Chief Actuary provides a range of actuarial services, under the Canada Pension Plan 
Act and the Public Pensions Reporting Act to the Canada Pension Plan (CPP) and some federal govern- 
ment departments, including the provision of advice in the form of reports tabled in Parliament. 


In addition, OSFI supports initiatives of the Canadian government to assist selected emerging market 
economies to strengthen their regulatory and supervisory systems. This program incorporates activities 
related to providing help to other selected countries that are building their supervisory and regulatory 
capacity. This program is largely funded by the Canadian International Development Agency, and is 
carried out directly by OSFI and through its participation in the Toronto International Leadership 
Centre for Financial Sector Supervision. 


' A federally regulated financial institution is any entity that has been created or is allowed to offer financial services pursuant to 
one of the financial institution statutes promulgated by the federal government and includes banks, trust and loan companies, 
federally registered insurance companies, fraternal benefit societies, cooperative credit associations, and pension plans. 
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Office of the Superintendent of Financial Institutions 


Notes to the Financial Statements 
For the year ended March 31, 2009 (in thousands of dollars) 


2. Revenue and spending authority 


Pursuant to Section 17 of the OSFI Act, the Minister of Finance may spend any revenues collected 
under Sections 23 and 23.1 of the OSFI Act to defray the expenses associated with the operation 
of OSFI. The Act also establishes a ceiling for expenses at $40 million above the amount of revenue 
collected. 


OSFI’s revenues comprise assessments, service charges and fees. The expenses against which assess- 
ments may be charged include those in connection with the administration of the Bank Act, the 
Cooperative Credit Associations Act, the Green Shield Canada Act, the Insurance Companies Act, 
and the Trust and Loan Companies Act. The formula for the calculation of assessments is included 
in regulations. 


The Pension Benefits Standards Act, 1985 (PBSA, 1985) provides that fees may be charged for the 
registration and supervision of private pension plans and for the supervision, including inspection, of 
registered pension plans. The amount of the fees is set annually by regulation pursuant to Section 39 


of the PBSA, 1985. 


Section 23.1 of the OSFI Act provides that the Superintendent may assess against a person a prescribed 
charge (“service charge”) and applicable disbursements for any service provided by or on behalf of the 
Superintendent for the person’s benefit or the benefit of a group of persons of which the person is a 
member. “Person” includes individuals, corporations, funds, unincorporated associations, Her Majesty 

in Right of Canada or of a province, and a foreign government. The service charges are detailed in the 
regulations. 


Pursuant to Section 16 of the OSFI Act, Parliament has provided annual appropriations to support the 
operations of the Office of the Chief Actuary. 
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3. Change in accounting policies 
a) Adoption of new accounting standards 


On April 1, 2008, OSFI adopted the following new Canadian Institute of Chartered Accountants 
(CICA) Handbook Sections: 


Section 1535- “Capital Disclosures” 


This standard requires the disclosure of both qualitative and quantitative information that enables 
users of financial statements to evaluate the entity’s objectives, policies and processes for managing 
capital, quantitative data about what the entity regards as capital, as well as its compliance with any 
externally imposed capital requirements. The new standard did not have an effect on the financial 
position or earnings of OSFI, as it only relates to disclosure. The new disclosures are provided in 
note 13. 


Section 3862- “Financial Instruments — Disclosures” and 
Section 3863- “Financial Instruments — Presentation” 


These new standards replace accounting standard 3861 “Financial Instruments — Disclosure and 
Presentation”. Enhanced disclosure is required to assist users of the financial statements in evaluating 
the significance of financial instruments on OSFI’s financial position and performance, including 
qualitative and quantitative information about OSFI’s exposure to risks, including credit, interest rate, 
liquidity, currency and other price risks arising from financial instruments. The new accounting stan- 
dards cover disclosure only and had no effect on the financial results of OSFI. The new disclosures are 
provided in notes 5, 7 and 8. 


b) Future accounting changes 


Goodwill, Intangible Assets and Financial Statement Concepts 

In November 2007, the CICA issued Handbook Section 3064 “Goodwill and Intangible Assets”, 
amended Handbook Section 1000 “Financial Statement Concepts” and withdrew Handbook Section 
3450 “Research and Development Costs”. Handbook Section 3064 clarifies that costs may only be 
deferred when they relate to an item that meets the definition of an asset. Handbook Section 3064 
replaces Handbook Section 3062 and provides extensive guidance on when expenditures qualify for 
recognition as intangible assets. The new and amended standards are effective for OSFI beginning 
April 1, 2009. OSFI is currently assessing the impact of this standard on its financial statements. 
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3. Change in accounting policies (continued) 
b) Future accounting changes (continued) 


International Financial Reporting Standards (IFRS) 

On February 13, 2008, the Accounting Standards Board (AcSB) of the CICA confirmed that the use of 
International Financial Reporting Standards (IFRS) will be required in 2011 for all publicly accountable 
Canadian reporting entities. IFRS will replace Canada’s current generally accepted accounting prin- 
ciples for these entities that are responsible to large or diverse groups of stakeholders. OSFI will adopt 
IFRS commencing on April 1, 2011, with comparatives for the year commencing April 1, 2010. OSFI 
has commenced its initial assessment of the impact to its financial statements of adopting IFRS. 


4. Significant accounting policies 
a) Basis of presentation 


The financial statements of OSFI have been prepared in accordance with Canadian generally accepted 
accounting principles for the private sector. 


b) Cash entitlement 


OSFI does not have its own bank account. The financial transactions of OSFI are processed through the 
Consolidated Revenue Fund (CRF) of Canada. OSFI’s cash entitlement represents the amount OSFI is 
entitled to withdraw from the CRF without further authority. This amount does not earn interest. 


c) Financial instruments 


The classification of financial instruments is determined by OSFI at initial recognition and depends 
on the purpose for which the financial assets were acquired or liabilities were incurred. All financial 
instruments are recognized initially at fair value. The fair value of financial instruments on initial 
recognition is based on the transaction price, which represents the fair value of the consideration 
given or received. Subsequent to initial recognition, financial instruments are measured based on 
the accounting treatment corresponding to their classification. 
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4. Significant accounting policies (continued) 


c) Financial instruments (continued) 


Classification 


Accounting Treatment 


Held-for-Trading 
(HFT) 


Cash Entitlement is classified as “Held-for-Trading”. 


Cash Entitlement is measured at fair value. Gains and losses arising from 
changes in the fair value are recorded in Net Results of Operations before 
Government Funding in the period in which they arise. 


Loans and 
Receivables 


Accounts Receivable, Accrued Base Assessments and Accrued Pension Plan 
Fees are classified as “Loans and Receivables”. 


Loans and Receivables are non-derivative financial assets with fixed or 
determinable payments that are not debt securities. 


Subsequent to initial recognition, Loans and Receivables are measured at 
amortized cost using the effective interest method. Any gain, loss or interest 
income is recorded in revenues or expenses depending on the nature of the 
loan and receivable that gave rise to the gain, loss or income. 


Other Financial 
Liabilities 


Accrued Salaries and Benefits, Accounts Payable and Accrued Liabilities, 
Unearned Base Assessments, and Unearned Pension Plan Fees are classified 
as “Other Financial Liabilities”. 


Other Financial Liabilities are non-derivative financial liabilities that have not 
been designated at fair value. 


Subsequent to initial recognition, Other Financial Liabilities are measured at 
amortized cost using the effective interest method. Any gain, loss or interest 
expense is recorded in revenues or expenses depending on the nature of the 
financial liability that gave rise to the gain, loss or expense. 


OSFI assesses at each balance sheet date whether there is objective evidence that a financial asset is 
impaired. For the classification of Loans and Receivables, any write-down or impairment is recognized 


in the period incurred and collected in the following year through base assessments to the industry to 


which the balance pertains. 
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4. Significant accounting policies (continued) 
d) Capital assets 


Capital assets are recorded at historical cost less accumulated amortization. Amortization is recorded 
using the straight-line method over the estimated useful lives of the assets as follows: 


Assets Useful Life 

Leasehold Improvements Lesser of useful life or remaining term of the lease 
Furniture and Fixtures 7 years 

Office Equipment 4 years 

Informatics Hardware 3 years 

Informatics Infrastructure 3 years 

Informatics Software 5 years 


Amortization of Informatics Software under Development commences in the month in which the 
capital asset is put into service. 


e) Employee future benefits 
(i) Pension benefits 


OSFI’s eligible employees participate in the Public Service Pension Plan administered by the 
Government of Canada. Pension benefits accrue on pensionable service at a rate of 2 per cent per year 
up to a maximum period of 35 years, times the average of the best five consecutive years of earnings. 
The benefits are integrated with the Canada/Québec Pension Plan benefits and they are indexed to 
inflation. Supplementary retirement benefits may also be provided in accordance with the Special 
Retirement Arrangements Act. 


Both the employees and OSFI contribute to the cost of the Plan. OSFI’s responsibility with regard to 
the Plan is limited to its contributions, which are recorded in the Statement of Operations and 
Comprehensive Income. Actuarial liabilities are recognized in the financial statements of the 
Government of Canada, as the Plan’s sponsor. Current legislation does not require OSFI to make 
contributions for any actuarial deficiencies of the Plan. 
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4. Significant accounting policies (continued) 
e) Employee future benefits (continued) 
(ii) Severance benefits 


On termination of employment, employees are entitled to certain benefits provided for under their 
conditions of employment through a severance benefits plan. The cost of these benefits is accrued as 
the employees render their services necessary to earn severance benefits and represents the only 
obligation of OSFI for severance benefits. 


The cost of benefits is actuarially determined as at March 31 of each year using the projected benefit 
method prorated on services. The valuation of the liability is based upon a current market discount 
rate and other actuarial assumptions, which represent management’s best long-term estimates of 
factors such as future wage increases and employee resignation rates. The excess of any net actuarial 
gain (loss) over 10% of the benefit obligation is amortized over the average remaining service period 
of active employees. 


(iii) Other future benefits 


The federal government sponsors a variety of other future benefit plans from which employees and 
former employees may benefit during employment or upon retirement. The Public Service Health Care 
Plan and the Pensioners’ Dental Service Plan are the two major plans available to OSFI employees and 
retirees. OSFI’s responsibility with regard to these two plans is limited to its contributions, which are 
recorded in the Statement of Operations and Comprehensive Income. 


f) Specified purpose account for insurance company liquidations 


OSFI has an interest-bearing, specified purpose account (note 15) within the Consolidated Revenue 
Fund for insurance company liquidations. Prior to amendments to the Winding-up and Restructuring 
Act, OSFI acted as liquidator of failed insurance companies when appointed by Court Order. Under 
these circumstances, the Superintendent hired agents to carry out the liquidation work in each case. 
Section 23.3 of the Winding-Up and Restructuring Act, which came into force in 1996, established that 
the Superintendent can no longer be appointed as liquidator of a failed institution. 


In its capacity as liquidator, OSFI pays, on behalf of the remaining active institutions, all expenses 
related to the liquidation, and then recovers these costs from active institutions pursuant to the 
Insurance Companies Act. Where liquidated companies distribute assets to the Superintendent, these 
assets are distributed back to the remaining active institutions that paid the costs of liquidation. 
Accordingly, the revenues and expenses, recoveries and distributions related to this account are not 
included in the Statement of Operations and Comprehensive Income. 
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4. Significant accounting policies (continued) 


g) Use of estimates 


These financial statements are prepared in accordance with Canadian generally accepted accounting 
principles, which require that OSFI’s management make estimates and assumptions that affect the 
amounts reported in these financial statements. Liabilities related to human resources, employee future 
benefits, and the useful lives of capital assets are the most significant items for which estimates are 
used. Actual results could significantly differ from those estimates. 


h) Contingencies 


Where it is likely that a contingency existing at the financial statement date will result in a loss, 
OSFI accrues its financial effects to the extent that the amount of the loss is known or can be 
reasonably estimated. 


i) Revenue recognition 


OSFI matches its revenue to its operating costs. Any amounts that have been billed and for which costs 
have not been incurred are classified as unearned revenue on the balance sheet. Revenue is recorded in 
the accounting period in which it is earned whether or not it has been billed or collected. At March 31 
of each year, amounts may have been collected in advance of the incurrence of costs or, alternatively, 
amounts may be owed to OSFI. 


Base assessments are billed annually based on an estimate of the current fiscal year’s operating costs 
(an interim assessment) together with a final accounting of the previous year’s assessment for actual 
costs incurred. Assessments are calculated prior to December 31 of each year, in accordance with 
Section 23(1) of the OSFI Act and the Assessment of Financial Institutions Regulations, 2001. 


Cost-recovered services represent revenue earned from services provided in accordance with the terms 
and conditions set out in specific Memoranda of Understanding. 


Pension plan fees are earned from registered pension plans. Fee rates are set annually by regulation, 
based on budgeted expenses, forecast pension plan membership and actual results from previous years. 
Pension plan fees are charged in accordance with the Pension Benefits Standards Regulations, 1985. 
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4. Significant accounting policies (continued) 
i) Revenue recognition (continued) 


User fees and charges include revenue earned pursuant to the Charges for Services Provided by the Office of the 
Superintendent of Financial Institutions Regulations, 2002 - as amended from time to time - in respect of legisla- 
tive approvals, and approvals for supervisory purposes, and surcharges assessed to federally regulated financial 
institutions assigned a “stage” rating pursuant to the Guide to Intervention for Federal Financial Institutions. 
Assessment surcharges are billed in accordance with the Assessment of Financial Institutions Regulations, 2001. 


Filing penalties are penalties levied quarterly to financial institutions when they submit late and/or erroneous 
financial and corporate returns due to OSFI during the preceding calendar quarter. Penalties levied are not 
available to reduce the net costs that OSFI assesses the industry (i.e., they are non-respendable) and are remit- 
ted to the Consolidated Revenue Fund. Filing penalties are charged in accordance with the Administrative 
Monetary Penalties (OSFI) Regulations. 


5. Accounts receivable 


As at March 31, the aging of non-related party accounts receivable was as follows (for terms and conditions 
relating to related party receivables, refer to note 6): 


Days Outstanding Current 31-60 61-90 91-120 >120 Total 
2009 $ 746 eee na) Ae le $ 1,198 $ 2,008 
2008 $ 1,005 $ 103 Sorel $ 116 $ 462 $ 1,687 


OSFI records an allowance for doubtful accounts considering the age of an outstanding receivable and the 
likelihood of its collection. Provisions are also made where collection of the receivable is doubtful based on 
information gathered through collection efforts. An allowance is reversed once collection of the debt is success- 
ful or the amount is written off. 


An account receivable will be considered to be impaired and written off when OSFI is certain that collection 
will not occur and all requirements of the Debt Write-Off Regulations 1994 have been met. During the year, no 
interest was earned on impaired assets and none of the past due amounts has been renegotiated. Those that are 
neither past due nor provided for or impaired are considered to be of good quality. 
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5. Accounts receivable (continued) 


As at March 31, 2009, accounts receivable at an initial value of $249 (2008: $153) were impaired and fully 
provided for. The following table provides a reconciliation of the movement in this allowance during the year: 


2009 2008 
Allowance for Doubtful Accounts, beginning of year $ 153 $ 143 
Additions 210 78 
Amounts written off z - 
Unused amounts reversed (114) (68) 


Allowance for Doubtful Accounts, end of year $ 249 §$ 153 


Excluded from the analysis above are Accrued Base Assessments, Accrued Pension Plan Fees and Other Fees of 
$605, $ Nil, and $3,689, respectively, that have not been billed as at March 31, 2009. There is no provision for 
these amounts as they are considered to be of good quality. 


The concentration of all amounts owing to OSFI as at March 31, 2009 is as follows: 


Cost 
Trade Accrued Accrued Recovered 
Accounts Base Pension Plan User Fees Services and % of Total 
Receivable Assessments Fees and Charges Other Total Exposure 
Federally 
Regulated 
Financial 
Institutions $ 1,595 §$ 605° $ a Sue 8 S0GMES = “$ 5,506 87% 
Federally 
Regulated 
Private 
ae ale : . 413 7% 
Other z 2 : = 383 383 6% 
CIEE ————————————————————— ee 
Total $ 2,008 §$ 605 $ AS 5 500i S SSSun SEO SUZ 100% 
as eee Ae SU 
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6. Related party transactions 


OSFI is related, in terms of common ownership, to all Government of Canada departments, agencies 
and crown corporations. OSFI enters into transactions with these entities in the normal course of 
business and on normal trade terms. These transactions are measured at the exchanged amount, which 
is the amount of consideration established and agreed to by the related parties. 


OSFI recorded expenses of $19,820 (2008: $18,643) and revenue of $7,707 (2008: $7,206) from 


transactions with other government departments during the year. 


For the year ended March 31, 2009, the amounts of accounts receivable and accounts payable and 
accrued liabilities from these related parties are $241 (2008: $126) and $1,414 (2008: $690), 


respectively. 


7. Fair value 


Due to their short-term nature, the carrying value of OSFI’s financial instruments is presumed to 
approximate fair value. 


8. Financial risk management 


OSFI’s financial liabilities include Accrued Salaries and Benefits, Accounts Payable and Accrued 
Liabilities, Unearned Base Assessments and Unearned Pension Plan Fees. The main purpose of these 
liabilities is to provide short-term financing for OSFI’s operations. Financial assets include Cash 
Entitlement, Accounts Receivable, Accrued Base Assessments and Accrued Pension Plan Fees. 


OSFI is exposed to market risk, credit risk and liquidity risk. 


a) Market risk 


Market risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate 
because of changes in market prices. Market prices comprise three types of risk: interest risk, currency 
risk and other price risk, such as equity risk. OSFI is exposed to currency risk on any amounts payable 
that are to be made to foreign jurisdictions but is not exposed to interest risk nor to other price risk. 


Currency risk — Currency risk is the risk that the fair value of future cash flows will fluctuate because 
of changes in foreign exchange rates. OSFI’s exposure to the risk of changes in foreign exchange rates 
relates primarily to OSFI’s operating activities (when revenues or expenses are denominated in a 
currency other than the Canadian dollar). 


OSFI manages its exposure to currency risk by structuring its contracts in Canadian dollars wherever 
possible. The majority of OSFI’s transactions during the fiscal year were denominated in Canadian 
dollars; as such, OSFI’s exposure to currency risk as at March 31, 2009 is insignificant. 


There is no impact to revenues since all billings are done in Canadian dollars. 
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8. Financial risk management (continued) 
b) Credit risk 


Credit risk is the risk that the counterparty will not meet its obligations under a financial instrument, leading to 
a financial loss. The maximum exposure OSFI has to credit risk is $6,053 which is in relation to its Accounts 
Receivable, Accrued Base Assessments and Accrued Pension Plan Fees. 


All federally regulated financial institutions and federally regulated private pension plans are required to register 
with OSFI and pay the base assessments and fees as established by OSFI. Any loss incurred by OSFI as a result 
of a counterparty not meeting its obligations is recorded in the year incurred and collected in the following year 
through assessments to the industry to which the balance pertains, as outlined in the OSFI Act. All remaining 
receivables are with other Canadian federal and/or provincial government organizations, where there is minimal 
potential risk of loss. OSFI does not hold collateral as security. 


c) Liquidity risk 


Liquidity risk is the risk that OSFI will encounter difficulty in meeting its obligations associated with financial 
liabilities. OSFI’s objective is to maintain sufficient Cash Entitlement through its collection of base assessments, 
fees, cost recovered services and other charges in order to meet its operating requirements. OSFI manages 
liquidity risk through detailed annual planning and billing processes that are structured to allow for sufficient 
liquidity from one billing period to the next. OSFI’s objective is to accurately estimate its operating costs and 
cash requirements for the current year and to recover these through its interim base assessments, fees and other 
sources of revenue. 


The table below summarizes the maturity profile of OSFI’s financial liabilities as at March 31, 2009 based on 
contractual undiscounted payments. 


Less than 3 to 12 Cherie: 
On demand 3 months months 1 to5 years than 5 years _ Total 
Accrued Salaries & 
Benefits Sen DO2. by e246 9 S) 67,944 $ - § = «$$ (83,592 
Accounts Payable & : 
Accrued Liabilities - 3,628 1,028 - - 4.656 
Unearned Base 
Assessments - - - 6,383 - - 6,383 
Unearned Pension 
Plan Fees - - (510) 848 260 598 
LONUBSSS a ee ee eee 
Total $ 3,502 $ 5,774 $ 14,845 $ 848 § 260. $25,229 
EN A a lll SE 
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8. Financial risk management (continued) 

c) Liquidity risk (continued) 

Unearned Pension Plan Fees represent the accumulation of in-year surplus or deficit against fees collected. 
These are in turn paid or collected over a period of five years commencing one year from the year in which 


they were established. OSFI does not charge nor pay interest to the various pension plans over the five years 
and records these amounts at historic cost. 


Pursuant to section 17.4 of the OSFI Act, OSFI secures a revolving expenditure authority through the Annual 
Reference Level Update (ARLU) estimates process. On an annual basis, OSFI obtains authority from Treasury 
Board Secretariat to draw up to $25 million from the Consolidated Revenue Fund to ensure availability of 
funds prior to receipt of revenue. No interest is charged when this expenditure authority is used. Drawings 

on this facility were $ Nil as at March 31, 2009 (2008: $ Nil). 


Refer to note 2 for further information on OSFI’s authority. 


9. Capital assets 


Gross Book Values Accumulated Amortization Net Book Values 
Opening Additions Closing | Opening Amortization Closing 

Categories Balance (net) Balance} Balance Expense (net) Balance 2009 2008 
Leasehold 

Improvements S407 S227 5 5604 Sal Ses $ 696 $ 2,584 Beeson $ 3,579 
Furniture and 

Fixtures 4,046 142 4,188 2,260 444 2,704 1,484 1,786 
Office Equipment 384 - 384 307 40 347 37 Wil 
Informatics 

Hardware 2,608 458 3,066 1,841 474 2 BMS WSS 767 
Informatics 

Infrastructure 2,421 101 ZOLe 9S> 284 2,269 255 436 
Informatics Software 12,702 689 13,391 6,051 12927, 7,978 5,413 6,651 
Informatics Software 

under Development opis, 7 582 - - - 582 575 
Total $28,203 $ 1,624 $29,827 | $14,332 $ 3,865 $18,197 | $11,630 $13,871 
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10. Employee future benefits 
a) 
OSFI and all eligible employees contribute to the Public Service Pension Plan. This pension plan provides 
benefits based on years of service and average earnings at retirement. The benefits are fully indexed to the 


increase in the Consumer Price Index. The estimated employer contributions to the Public Service Pension 


Plan during the year were $6,299 (2008: $5,967). 


Pension benefits 


As required under present legislation, the contributions made by OSFI to the Plan are 1.91 times the employ- 
ees’ contribution on amounts of salaries of $136.7 or less and 7.55 times the employees’ contribution on 
amounts of salaries in excess of $136.7. 

b) Severance benefits 


Information about OSFI’s severance benefit plan is presented in the table below. 


2009 2008 
Accrued Benefit Obligation, beginning of year $ 8,629 $ 7,661 
Current service cost 741 683 
Interest cost BTA 333 
Benefits paid (539) (333) 
Actuarial (gain)/loss (138) 285 
Accrued Benefit Obligation, end of year! 9,064 8,629 
Unamortized Net Actuarial Loss (527) (665) 
Accrued Benefit Liability $ S537  $ 7,964 
Net Benefit Plan Expense 
Current service cost $ 741 $ 683 
Interest cost 371 333 
Benefit Expense — $ a2, 5 1,016 


| The cost corresponding to annual changes in the accrued benefit liability is recovered from OSFI’s various sources of revenue outlined in 
note 4 to the financial statements. Amounts collected in excess of benefits paid are presented on the balance sheet under the heading of 


Cash Entitlement. 
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10. Employee future benefits (continued) 
b) Severance benefits (continued) 


The significant actuarial assumption adopted in measuring OSFI’s accrued benefit obligation is a discount rate 
of 4.0% (2008: 4.25%). For measurement purposes, management’s best estimate for the general salary increases 
to estimate the current service cost and the accrued benefit obligation as at March 31, 2009 is an annual 
economic increase of 1.5% for the plan years 2010 and 2011 inclusively (2008: 2.5% for the plan year 2009). 
Thereafter, an annual economic increase of 2.0% is assumed (2008: 2.0%). The average remaining service period 
of active employees covered by the benefit plan is 12 years (2008: 12 years). 


11. Contractual obligations and contingencies 
a) Contractual obligations 


OSFI has entered into operating lease agreements for office space and office equipment in four locations 
across Canada and contracts for services. The minimum aggregate annual payments for future fiscal years 
are as follows: 


2009-2010 $ 6,192 
2010-2011 Dol 
2011-2012 5,444 
2012-2013 2,066 
2013-2014 

$ OC Sys) 


b) Contingencies 


In its normal course of operations, OSFI is involved in claims and litigation for which provisions are made to 
the extent determinable, in accordance with accounting policy note 4h). 


12. Government funding 


OSFI receives an annual parliamentary appropriation pursuant to Section 16 of the OSFI Act to support its 
mandate relating to the Office of the Chief Actuary. In this fiscal year, OSFI was granted $869 (2008: $873). 
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13. Capital management 


OSFI includes Contributed Surplus and Accumulated Deficit, collectively entitled “Equity of Canada”, in its 
definition of capital. 


2009 2008 
Contributed Surplus $ DSsriom § 23 ee7 
Accumulated Deficit (789) (789) 


Equity of Canada $ 27,238 $ 38 


OSFI operates on a cost recovery basis. Its objective when managing capital is to closely manage actual costs to 
those estimated and communicated to its paying stakeholders. Any operating shortfall or excess is factored into 
the assessments and fees charged to regulated entities in the following year. OSFI fully recovered all of its costs 
incurred in the year. 


OSFI is not subject to any externally imposed capital requirement. 


14. Filing penalties 


Filing penalties levied by OSFI are remitted to the Consolidated Revenue Fund. The funds are not available for 
use by OSFI and are not included in the balance of the Cash Entitlement. As a result, the penalties do not 
reduce the amount that OSFI assesses the industry in respect of its operating costs. 


In 2008-2009, OSFI levied $486 (2008: $374) in late and erroneous filing penalties. 
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15. Specified purpose account for insurance company liquidations 


The following activity occurred in this account: 


2008 


Opening Balance 


Recoveries deposited 


Interest earned 
Distribution of assets from liquidated estates 


Closing Balance 


Remaining insurance company liquidations under 
control of the Superintendent 


16. Segmented information 


Revenue by Business Activity 


2009 


2008 


Base Cost- Pension 
Assess- Recovered Plan 
ments Services Fees 


User Base Cost- 
Fees and Assess- Recovered 
Charges TOTAL ments Services 


Pension 
Plan 
Fees 


User 
Fees and 
Charges 


TOTAL 


Regulation and 
Supervision 
of Federally 
Regulated 
Financial 
Institutions 


Regulation and 
Supervision 
of Federally 
Regulated 
Private 
Pension Plans 

International 
Assistance 

Office of the 
Chief Actuary 


TOTAL 
REVENUE 


$75,107 $1359) Sy e 


- - S98 


- 1,689 - 


4445 ; 


_ $75,107 $7,493 $5,931 


$3,786 $80,252 $67,807 $3,273 


- SVE - - 
- 1,689 - 1,566 


67 4,512 oe A317 


$3,853 $92,384 $67,807 $9,156 
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5,876 


$ 5,876 


$ 2,780 


al 


$ 2,801 


$73,860 


5,876 


1,566 


4,338 


$85,640 
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16. Segmented information (continued) 


Expenses by Business Activity 


2009 2008 
Regulation and Supervision of Federally 
Regulated Financial Institutions 
Risk Assessment and Intervention $ Soe km 51,630 
Rule Making 17,671 14,421 
Approvals 6,967 7,400 
Total 79,769 73,451 
Regulation and Supervision of Federally 
Regulated Private Pension Plans 5,931 5,876 
International Assistance PN bP 1,975 
Office of the Chief Actuary 
Canada Pension Plan and Old Age Security 1,886 1,887 
Public Pension Plans 2,841 2,620 
Canada Student Loans Program 654 704 
Total 5,381 S21 
TOTAL EXPENSES $ O3y5am $ 86,513 
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17. Revenue and expenses by major classification 


For the year ended March 31 


2009 2008 2007 2006 2005 

Revenue 
Base Assessments % 75,107 $ 67,807 $ 63,890 $ 60878 $ 60 171 
Cost-Recovered Services 7,493 DUS 9,568 8,624 7,629 
Pension Plan Fees Syceill 5,876 5,075 5,442 4,867 
User Fees and Charges 3,853 2,801 5192 ona: 5,943 
Total Revenue Earned 
from Respendable Sources 92,384 85,640 82,525 80,166 78,610 
Expenses 
Human Resources 68,642 63,010 58,632 55,254 57,448 
Information Management/Technology 8,209 7,605 9,546 10,418 T9E2 
Facilities 6,631 6,470 6,615 6,247 5,789 
Travel 3,995 3,487 Sot Bos 2,998 
Administration WL Tipay: 3,098 2,750 Z,623 Piste) We 
Professional Services 1,851 1,419 978 1,495 SoS 
Professional Development 1,198 1,424 1,461 Loot 1,062 
Total Expenses 93,253 86,513 83,293 80,921 79,334 
Net Results of Operations before 
Non-Respendable Filing Penalties 
Revenue and Government Funding (869) (873) (768) (755) (724) 
Government Funding 869 873 768 iS 724 
Filing Penalties Revenue 486 374 227 805 365 
Filing Penalties Earned 

on Behalf of Government (486) (374) (227) (805) (365) 
Net Results of Operations 
and Comprehensive Income $ - $ - § - $ - $ 
Average Number of Employees 480 459 446 434 453 
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Office of the Superintendent of Financial Institutions 


Notes to the Financial Statements 
For the year ended March 31, 2009 (in thousands of dollars) 


18. Equity of Canada 


Contributed Surplus — OSFI was established on July 2, 1987 by the OSFI Act. OSFI was created 
through the merger of its two predecessor agencies — the Department of Insurance and the Office of 
the Inspector General of Banks. To help fund OSFI’s first year of operations and establish a pool of 
working capital necessary to support its annual assessment and expenditure cycle, OSFI was credited 
with the assessments that recovered the costs of its predecessor for the previous fiscal year. This 
amount is reflected as contributed surplus. 


Accumulated Deficit — The accumulated deficit was created as part of OSFI’s transition to accrual 
accounting under Canadian generally accepted accounting principles in fiscal 2000-2001. As part 
of the transition, additional transactions were required to be recorded that created the deficit. This 
amount has not changed since the transition. 


19. Comparative figures 


Certain 2008 comparative figures have been reclassified to conform to the presentation adopted 


in 2009. 
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APPENDIX 1 


Financial Institutions and Pension Plans Regulated by OSFI 


Number! Assets? 3 


($ Millions) 


Banks 

Domestic 21 2,886,347 
Foreign Bank Subsidiaries ZS 152,409 
Foreign Bank Branches 30 82,351 
Trust and Loan Companies 

Bank-owned of 238,418 
Other 3S 24,350 
Cooperative Credit Associations 7 19,648 
Cooperative Retail Association ] 4,165 


Life Insurance Companies 


Canadian-incorporated 48 487,665 
Foreign Branches 45 TS 0G 
Fraternal Benefit Societies 

Canadian-incorporated 10 6,512 
Foreign Branches 8 1,860 
Property and Casualty Insurance Companies 

Canadian-incorporated 93 82,297 
Foreign Branches 96 29,882 
Pension Plans 1379 108,604 


' Number of regulated companies as at March 31, 2009. Includes institutions in the process of liquidation or termination and 
institutions limited to servicing existing business. A list of institutions regulated by OSFI can be found on OSFI’s Web site 
under “Who We Regulate”. 


2 As at January 31 or March 31, 2009 (depending on fiscal year-end) where available, otherwise December 31, 2008. 


> Total assets of the industries regulated by OSFI are not the simple sum of the above-noted figures. The figures for entities 


that report on a consolidated basis include subsidiaries whose assets may also be included in a different category. 
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APPENDIX 2 


Asset Breakdown! of Pension Plans Regulated by OSFI 


As at March 31, 2009, with comparative figures for the year ended March 31 , 2008 


($ Millions) 2008 2009 
Cash j 331 0.3% 447 0.4% 
Debt Securities : 
Short Term Notes, Other Term Deposits 3,15 4.2% 3 400 J 33 1% 
Government Bonds 26,702 20.3% ; Dean i; 23.5% 
Corporate Bonds 8,713 6.6% 8608 7.9% 
Mutual Funds - Bonds, Cash Equivalent & Mortgage 9,244 7.0% 8,997 8.3% 
Mortgage Loans 969 0.7% 1027 1.0% 
General Fund of an Insurer 125 0.1% LS 0.1% 
Total Debt Securities 51,268 38.9% 47,718 43.9% 
Equity 
Bae in Investment, Real Estate or Resource 6,185 4.7% 4761 Je 
orporation ee! 
Common and Preferred Shares 46,938 35.6% B3;325 30.7% 
Stock Mutual Funds 12,448 9.4% 9,432 8.7% 
Real Estate Mutual Funds 802 0.6% 803 O77 
Real Estate 2OSH 2% PLAXO) 2.0% 
Total Equity 69,010 52.5% 50,471 46.5% ] 
Diversified and Other Investments 
Balanced Mutual Funds 6,146 4.7% 5,409 Uy 
Segregated Funds 2082 1.9% Da 
Miscellaneous Investments DCIS: 1.8% 2,229 2.1% 
Total Diversified and Other Investments 11,051 8.3% 10,596 9.8% 
Other Accounts Receivables (net of liabilities) 105 0.1% (628) (0.6%) 
TOTAL NET ASSETS 131,765 100.0% 108,604 100.0% 


| Represents asset distribution as reported in the financial statements of pension plans whose year-end falls between January 1 


and December 31 of respective years. 
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OSFI welcomes questions about its role and responsibilities as well as enquiries related to federally 
regulated pension plans. Several methods are available to communicate with us. 


Toll-free Information Service 


OSFI operates a toll-free information service from 8:30 a.m. to 6:00 p.m. Eastern Time, Monday 
through Friday. It can be reached by calling 1 800 385-8647 or 613-943-3950 for local (Ottawa- 
Gatineau) calls. E-mail: information@osfi-bsifige.ca. 


Internet 


OSFI’s Web site address is www.osfi-bsif.gc.ca. The site provides timely access to a wide variety of 
OSFI information and documents, including speeches, news releases, guidelines, legislation, policy 
statements, bulletins, financial information and a listing of all financial institutions and pension 


plans regulated by OSFI. 


OSFI Offices 


OTTAWA HEAD OFFICE 


255 Albert Street 

16% floor 

Ottawa ON K1A 0OH2 
Telephone: 613-990-7788 
Facsimile: 613-952-8219 


TORONTO 


P.O. Box 39 

121 King Street West 
Toronto ON M5H 3T9 
Telephone: 416-973-6662 
Facsimile: 416-973-7021 
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MONTREAL 


200 René-Lévesque Boulevard West 
Suite 903 

Montréal QC H2Z 1X4 

Telephone: 514-283-4836 
Facsimile: 514-496-1726 


VANCOUVER 


P.O. Box 11 

1095 West Pender Street 
Vancouver BC V6E 2M6 
Telephone: 604-666-5335 
Facsimile: 604-666-6717 
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